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A Bearish Streak in a Bullish Outlook lacked for a long while past. Also, the Treasury is supposed 
The consensus seems to call for a continuing high rate of to be planning to fund substantial portions of its short debt, 
business activity, and yet a further moderate decline in although the allegedly first step in that direction is not 
prices. If the presumed decline occurs, by year end the gen- altogether convincing. The time has hardly yet arrived for 
eral wholesale price level will have been subsiding for final appraisal of these and related factors, but certain 
almost three years. preliminary conclusions are possible. (Page 77.) 
Why is the price forecast bearish when the general out- a 
look is bullish? There are a number of reasons, most of them 
different from the reasons that account for the slow down- An Instalment Story 
ward drift of wholesale prices since early 1961. For there “Neither a borrower nor a lender be” may have been 


is a lot of evidence that the declines of late 1951 and early pretty sage advice in Shakespeare’s time. But if the figures 
1952 wiped out all the weakness built into prices during on instalment buying are any guide, there are few people 
their speculative rise in the months immediately following who live by that old maxim in 1953 America. Half of all 


Korea. The expected decline during 1958 would stem from families are perennially buying on time; and many of them 
other factors. . . . The present price structure and its im- mortgage a sizable part of their incomes to keep up payments 
plications are analyzed in Business Highlights on the next on their newest durable goods acquisitions. Ordinarily this 
page. typical American phenomenon is given no more than pass- 
hth ee ing reference in the business picture. But in recent months 

a great upsurge in credit buying has induced a little un- 

When Is Cash Not Liquid? easiness among retailers and even manufacturers. The credit 


boom is great for business now—but are we borrowing on 
the future? (Page 68.) 
eee 


Two hundred and seventy billion dollars in “liquid assets” 
is quite a sum! We might start figuring out what it would 
buy, but maybe it would be better first to inquire whether 


they really are “liquid.” Actually, there is less than half A Job forthe Technical Graduate 
that much cash in existence, including both currency and 


demand deposits! Also, if we call ordinary assets liquid be- Technical graduates are anything but a dime a dozen 
cause we consider them readily convertible into cash, are these days. In fact, their scarcity is causing many firms to 
we not warranted in regarding cash itself liquid only if it, start recruiting earlier and to do a more intensive job than 
in turn, can be readily converted into goods without loss? in past years. Another problem that companies are grap- 
In this latter sense the vast hoards of cash accumulated pling with is the size of their budget for research and de- 


velopment. These two related problems are explored in this 


during the war did not turn out to be very liquid when their ] , : 
: St month’s survey of business practices, starting on page 82. 


owners wanted goods after the war was over. 

Evidently, there is wholesome food for thought here. Turn o cen 
to page 76 for an analysis of the basic facts. , sa : 
: How Reliable Are “Anticipated” Capital Items? 


A great deal of attention these days is being given to 


The discount rate (and it is still rate, not rates) has capital expenditures as a possible guide to future business 
been raised for the first time since 1950. And the change conditions. This makes the meaning and reliability of “an- 
was made after the seasonal pinch was supposedly over. ticipated” expenditures of considerable significance. Just 
The Federal Reserve banks have been selling governments, how accurate are our estimates of future capital outlays? 
too, and member banks are rather regular borrowers in You can draw your own conclusions from the article begin- 
substantial amounts. In these circumstances changes in ning on page 74, which compares anticipated capital expendi- 
discount rates may take on a significance that they have tures with the actual outlays that materialize. 
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WHY PRICE FORECASTS ARE BEARISH 


After almost two years of slow decline, forecasters look 
for more of the same—but the reasons have changed 


OW THE BEGINNING of the new year is 
H shaping up depends a lot on with what it is 
compared. Weekly percentage changes from 
a year ago look very positive. (Auto production in 
the early weeks of the year was running about 50% 
above 1952; steel production and electric power out- 
put were up about 7%-8%; petroleum output, about 
5%.) 

Comparisons are less bright, but still good, when 
measured against the fourth quarter of 1952, on a 
seasonally adjusted basis. (The fourth quarter of the 
old year included one month during which recovery 
from the steel strike was still in progress, and produc- 
tion of consumer durables and some soft goods had 
not yet reached its present peak rate.) 


THE END OF HIGHER PRICES? 


Month to month, however, the first quarter is be- 
ginning to look like a steady continuation of rates 
reached in the last two months of 1952. The post- 
strike spurt has evidently flattened out at a high 
plateau. Unlike the long plateau preceding the 
strike, however, when the sideways trend hid a broad 
shift in business activities away from civilian activity 
and toward defense, all the important components 
now seem to be highly stable. The industrial price 
level, too, has shown little change in several months, 
although farm prices (and farm income) have con- 
tinued to decline. 

On what will happen to one aspect of this stability 
as 1953 winds on, year-end forecasts were united, 
courageous—and bearish. In very few recent pro- 
nouncements has there been any mention of higher 
prices: the old year came to an end in a crescendo of 
2%-5% declines. (While the forecasts were being made, 
the BLS wholesale price index was obligingly falling 
another 1%.) 

By the end of 1953, if this envisioned decline occurs, 
the price level will have been subsiding for almost 
three years. In the light of the extremely high cur- 
rent rate of business activity, and the reluctance of 
forecasters to spell out any near-term decline in this 
rate, the price forecast carries a very provocative 
quality. 

Why should we get a price decline in the midst of 
a general boom? 
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Forecasters, in most cases, do not put themselves 
under the obligation to spell out in what areas the 
supposed 1953 decline will occur—what the composi- 
tion of the BLS index of wholesale prices will look 
like a year hence, or, for that matter, that it is the 
BLS wholesale index that they are talking about. 
(Some analysts in distributive industries think in 
terms of retail prices, a few Wall Streeters in terms of 
spot and futures commodity prices.) But the case 
for a price decline in 1953 seems to be based on differ- 
ent conditions from those that actually caused the 
declines of 1951 and 1952. 

In those years, the dominant element of the decline 
was reaction to the exaggerated price rise of raw and 
semifinished commodities in the post-Korean buying 
surge. Between June, 1950, and February, 1951, the 
BLS index of spot commodities advanced about 50%, 
with certain strategic imports—notably tin and rubber 
—leading the way. Domestic farm commodities, which 
characteristically move faster than finished goods, 
also rose extremely rapidly—25% in the first eight 
post-Korea months. In the same period, the general 
wholesale price level (excluding farm and food) ad- 
vanced 15%. 

By all indications, the price structure in that period 
underwent a gross speculative distortion. Raw com- 
modity prices rose much faster than the wholesale 
prices of the finished goods made from them: retail 
prices were relatively slow in reflecting the rise of 
wholesale prices (except in food). And within the 
wholesale price band itself, the structure was drawn 
far out from its pre-Korean pattern by the uneven 
pull of speculative buying. 


THE SECTOR OF WEAKNESS 


Following the waning of speculative interest in 
inventory in early 1951, sellers were again faced with 
real consumption demand as their market. It was 
natural, therefore, that in the ensuing declines of 
late 1951 and early 1952 those prices which had re- 
sponded most to speculative pressures should have 
receded the farthest (see charts). In the year from 
mid-1951 to mid-1952, the price structure moved 
steadily toward a more even balance among the vari- 
ous price levels, and within each level. 

By the middle of 1952, this process of reformation 
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seems to have been about completed. The declines 
in the past half year have been largely (although not 
entirely) concentrated in the farm sector, where they 
have reflected two considerations other than reaction 
to the post-Korean inflation: a sharp drop in export 
demand for agricultural products, and extremely heavy 
crops.! By year end, farm prices had subsided to be- 
low their 1947-1949 average, even though the indus- 
trial wholesale price level was still about 12% above 
its 1947-1949 average. 

Since the steel strike, the general wholesale price 
level (excluding farm and food) has been quite stable 
—it now stands about where it stood at midyear. In 
only two subgroups of the industrial commodities 
price index has there been any important change, and 
in both these cases (leather and products up, rubber 
and products down) the changes have primarily re- 
flected a raw materials price movement. For finished 
goods, recent months have seen increasing firmness at 
both wholesale and retail levels. 


AFTER THE SHAKEOUT 


But if the shakeout and realignment process is over, 
the general picture of the price level is nevertheless 
not one of enduring strength. Prices of raw commodi- 
ties (both farm and nonfarm), which reflect world 
rather than domestic market conditions, have pro- 
gressed in their decline to the point where further 
weakness will tend, in increasing degree, to set up 
weaknesses in semifinished and finished goods. (See 
chart below.) In fact, some of the recent raw materials 
declines—in December and January—may already 
have undercut the prices of some finished goods to 

1See chart feature, page 78. 


Price Relationships Have Reversed 


1950 1951 1952 
Index numbers, January-June 1950=100; December figures 
partially estimated 
Sources: Bureau of Labor Statistics; Department of Com- 
merce; The Conference Board 
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the point where any faltering in final demand could 
precipitate declines.! 

Of course, that relationship works both ways. Now 
that raw materials and finished goods prices are back 
to something like a normal relation to each other, 
strong spot demand from manufacturers here and 
abroad could turn both price levels upward. But the 
fact that this possibility has already existed for several 
months without materializing—in the face of an ex- 
ceedingly high rate of materials consumption at home,? 
and an advance in business activity throughout west- 
ern Europe—has evidently played a considerable role 
in keeping price forecasts on the bearish side. 

All the foregoing suggests that, if prices were to 
decline in 1953, the decline would probably be more 
general—in the sense that it would spread out further 
from the raw materials level—than it has been in the 
past two years. It could also be more general for still 
another reason. Throughout the gradual withdrawal 
of prices since early 1951, certain major commodities 
and certain major classes of finished goods have been 
supported at their high-water marks by the growing 
demands of defense. These supported prices include 
such key groups as the CMP basic metals, certain 
basic chemicals, such finished goods as automotive 
and machinery products, including industrial equip- 
ment, and most of the newer consumer durables. 
Price forecasts for 1953 in the main assume that the 
year ahead is the year of transition for these commodi- 
ties, when supply will finally pass demand and a free 
market can be reestablished. 

That does not mean that price weakness in any of 
these categories is imminent. It even seems possible 
now that if price and wage controls were allowed to 
die altogether on April 30, the prices of steel, alumi- 
num, copper, capital equipment and some consumer 
durables would at least temporarily advance above 
present levels. But the longer-term prospect for these 
prices has a heavy look about it. 


OUTPUT vs. ORDERS 


For one thing, supplies of steel and aluminum for 
nondefense business are scheduled to continue a rapid 
rise in 1953. (Any pronounced improvement in copper 
supply is not expected before 1954.) At the same 
time, demand for heavy durables, both from capital 
expenditures programs and defense itself, appears 
likely to flatten out by midyear, and to be declining 
by late in the year. There is considerable evidence 
now that for most important subgroups of durables 
manufacturing, the present surge of output has caught 
up with the rate of orders: in many of these subgroups, 


1The relationship of raw materials prices to wholesale prices of 
finished goods is, of course, far from conclusive. Changes in wage 
rates and in operating levels also have an effect on unit margins, 
pecibaye doubtless altered the normal relationship of the two price 
evels. 


*See chart, Business Record, December, 1952, p. 448. 
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Wholesale Prices: The Speculative Post-Korea Advance Has Been Wiped Out 


Per cent Change 
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it has passed the current rate of orders, and backlogs 
are declining. 

The machine-tool industry is only a somewhat ex- 
treme example of something that is happening, or 
about to happen, in wide areas of durables production. 
The machine-tool backlog is still quite high—appar- 
ently about ten times as high as in pre-Korea days— 
but it was subsiding during most of 1952, and at year 
end it was dropping off fast. Even in electrical ma- 
chinery and transportation equipment (including air- 
craft), unfilled orders have apparently been stabilized 
in the big production push that followed the end of 
the steel strike. 


HOW HIGH ARE DURABLES? 


What happens to the general measures of prices in 
1953—such as the BLS wholesale index—is very likely 
to be determined in the durables area. While durables 
prices did not rise as rapidly as soft goods in the im- 
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mediate post-Korea boom, they have continued gener- 
ally upward ever since (reflecting minor but continu- 
ing adjustments in ceilings in order to stimulate sup- 
ply) —while soft goods prices have headed down. The 
result is that, pricewise, hard goods are presently in 
rough balance with prices in other sectors: if any- 
thing, somewhat ahead. (On average, prices of “ma- 
chinery and motive products” are about 14% above 
their pre-Korea level, while the total industrial price 
index is up about 10%.) Capital goods prices can no 
longer be said to have been restrained in the post- 
Korean inflation. 

Guessing what is going to happen to these prices 
is no surer than guessing at what is going to happen 
to demand for defense and capital goods (and primary 
metals) over the next several quarters. But one can 
point to one further probable development during 
1953 which suggests price weakness rather than 
strength. The sagging of durables backlogs in recent 
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months has been accompanied by a renewed growth 
of inventory. By all indications, this growth has not 
been rapid, and rebalancing of steel and automotive 
stocks may account for a great deal of it. It never- 
theless seems likely that inventories of durables manu- 
facturers as a whole will stop rising in the near future 
(as they apparently had done just before the steel 
strike) and will begin to decline. 

As long as backlogs are high and inventory rising, 
price firmness in the durables sector is certainly to 
be expected, and if these conditions prevail when 
price controls are lifted, significant advances in prices 
could materialize. But as backlogs subside and inven- 
tory stabilizes and then declines, the influence of the 
rate of new civilian ordering on prices should begin 
to assert itself more strongly. In 1953, we are very 
likely to see the durables sector gradually work itself 
out of its backlog jam, and return to a more normal— 
and much more competitive—dependence on current 
business. At the same time, current business placed 
by defense agencies may be sliding down from the 
$5-billion monthly procurement rate that prevailed 
during most of 1952 to something between $3 billion 
and $4 billion monthly. If and when such a decline to 
a maintenance level of procurement occurs, the heavy 
durables producers will be working off backlogs and 
reducing inventories at a considerable rate. The price 
implications of such a return toward more normal 
levels of stocks and unfilled orders are bearish; the 
more bearish if durables prices should have risen 
further in the interim. 


ON THE OTHER HAND— 


Despite these apparent price weaknesses, the case 
for any marked, cumulative price decline, even in late 
1953, is still very thin. Some of the more ominous 
inferences being drawn from the recent trend of price 
indexes (particularly of agricultural indexes) seem 
now to be premature, at the least. The high level of 
business activity in defense, construction and capital 
goods generally foreseen for 1953 may not forestall 
weakness in international commodities, or prevent 
eventual price readjustment in durables. But it still 
seems to provide insurance against the kind of pro- 
gressive price decline that feeds on itself, because it 
implies high and relatively stable personal income. 

Declining prices suggest a tendency toward declin- 
ing income. Over the longer term, prices and national 
and personal income move more or less together. That 
is natural enough; one man’s cost is another man’s in- 
come. Since early 1951, however, the general wholesale 
price level has declined 4%; personal income and 
national income have advanced‘ about 10%. This 
relatively better performance of income reflects, in the 
main, a large gain in real output and employment 
stimulated by the defense program. 


1]t also reflects an advance in the price of services. 
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Nevertheless, the generally declining trend of prices 
since early 1951 has already had some effect on in- 
come. It has reduced corporate profits; for a time it 
arrested the growth in wage and salary incomes and 
dividend payments in certain industries, such as tex- 
tiles, which were hardest hit by price declines in 1951. 
And it has narrowed the profit margins of retailers. 

But its heaviest impact has been, naturally, in the 
area where the price recession has been most severe. 
By December, 1952, the decline in farm prices re- 
ceived had brought the parity price ratio down to 
96, the lowest level since April, 1950, and more than 
20% below the postwar peak of the ratio in October, 
1946. In the first month of the new year the ratio 
apparently declined a little further. Consequence: 
total agricultural income (about three quarters of 
which consists of the net income of farm proprietors) 
has entered 1953 at a rate well below! the early 
months of 1952. As the poststrike spurt in industrial 
incomes has petered out, the decline in farm income 
has become relatively more important. In November, 
the agricultural decline offset the nonagricultural gain; 
and total personal income, after enormous month- 
to-month strides in the immediate poststrike period, 
dragged to a halt. 

But this is far from being the whole farm story. 
Farm population has continued steadily downward 
throughout the postwar and post-Korea period, and 
per capita farm income is much higher, historically, 
than the parity price ratio would suggest. Moreover, 
many of the commodities hardest hit have subsided 
to or below their mandatory 90% support levels, and 
further marked declines are unlikely unless the sup- 


INot all farmers have been hit alike, by any means. Dairymen; 
poultrymen and truck farmers have little to complain about: livestock, 
cotton, and, to a lesser extent, grains, have borne the brunt of the drop. 


Farm Income: Still High But Losing Ground 
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port price itself falls because of a drop in the parity 
index of prices paid by farmers.! 

If the prices of major commodities which have de- 
clined over the past six months continue weak, the 
“prices paid” index will be an important one to watch 
in 1953. But for general business, the consequences 
of the decline in farm income do not yet loom large, 
however important they may be for industries serving 
predominantly the farm market. Spelling out the im- 
plications of the decline has to stop at this point: the 
great export commodities, having lost a part of their 
export markets, have already sagged to or below their 
support levels?; prices of most other farm commodities 
(livestock being the principal exception) are being 
maintained by the high levels of employment and in- 
come generated in nonagricultural industry. 


ABert T. SOMMERS 
Division of Business Economics 


Since its peak in April and May, 1952, the index has declined 
about 3%, mainly because of declines in the farmers’ costs for feeder 
cattle and feed. Nonfarm products which the farmer buys have 
been generally firm. 

From mid-1951 to mid-1952, cotton and wheat, which are now 
selling below support levels, accounted for 55% of the value of 
United States exports of agricultural commodities. Corn, also selling 
below support, accounted for another 5%. 


BUSINESS FORECASTS 


Construction 


Engineering News-Record (press release, January 1)— 
“Construction business will continue at a boom level in 
1953. . . . Excluding atomic energy construction from 
both years, 1953 will have total awards of $14 billion, up 
5% over 1952. Including AEC work in both figures, the 
1953 total of $14.8 billion for heavy construction contracts 
would be down 6% from 1952. . . . Highway awards for 
1953 will reach $1.7 billion—25% above 1952. That would 
set a new record. Bridge awards will total $500 million— 
21% above 1952. Public buildings, other than atomic energy 
plants and public housing, will have 1953 awards of $2.1 
billion—7% above 1952. Public housing contracts will add 
up to $500 million—down 17%. Earthwork and waterways, 
with 1953 awards of about $450 million, will be 9% under 
1952. Waterworks will remain close to the 1952 level of 
$231 million. 


“In the field of private construction, commercial build- 
ing will be the sparkplug with contract awards of $1.1 bil- 
lion, up 30% over 1952. Private mass housing, continuing 
its boom, will match the 1952 total of $3 billion. Industrial 
building, with $2.5 billion in awards, will have another big 
year, although it will be down about 8% from 1952. In- 
creased activity in the pipeline programs will help boost 


private unclassified construction contracts to $630 million, 
20% over 1952.” 


Petroleum 


Bureau of Mines (Mineral Industry Surveys) —“The total 
[oil] demand forecast for 1953 averages 8,000,000 barrels 
daily, including exports of 354,000 barrels daily and a do- 
mestic demand of 7,646,000 barrels daily. Compared with 
1952, total demand shows a gain of 3.8%, exports a decline 
of about 16%, and domestic demand an increase of 4.9%. 
The increase forecast for domestic demand includes 5.5% 
for gasoline, 2.5% for residual, 7.7% for distillate, 4.1% for 
kerosene, and 3.4% for other products. The forecast of new 
supply required shows a gain of only 2.3%, since supply was 
inflated in 1952 by a large increase in stocks and no further 
stock increases seem essential in 1953. 

“A gain of about 9% in total imports seems probable in 
1953, or a rate approximately the estimated level reached in 
the last quarter of 1952. The production of light oils from 
natural gas is expected to increase about 5%. Based on 
these estimates, the demand for domestic crude oil would 
show a gain of only about 1%. . . . The forecast of total 
crude runs to stills averages 6,863,000 barrels daily, or a 
gain of about 3% compared with 1952.” 


General 


Malcolm P. McNair, professor, Harvard University (in 
an address to the National Retail Dry Goods Association, 
January 12)—“The general volume of business activity 
will be well sustained throughout most of 1953. . . . Gov- 
ernment spending on total goods and services will be higher 
in 1953 than in 1952, defense expenditures running to some 
$53 billion. . . . Capital spending by business for plant 
and equipment will continue at a very high rate during 
most of the year... . 

“Construction also will continue at a high rate. Although 
residential building probably is slated for some decline 
from the 1,100,000 houses built in 1952, increased outlays 
for public works of a needed character, especially highways, 
schools, and other public buildings, will take up much of 
the slack. 

“Thus consumer income will continue at a high level and 
possibly show some small net increase as the composite 
result of the high rate of employment (which perhaps will 
decline a little by the end of the year), continued wage in- 
creases (though less great than those in 1952), and farm 
incomes, which clearly will be somewhat lower. 

“Since taxes on individuals will not be increased and may 
possibly decrease slightly, disposable income will keep pace 
with any rise in total consumer income. The total figure 
can well be at or over $240 billion. The spending rate, or 
conversely the savings rate, seems unlikely to change 
much... . 

“It is a fair guess that the American people will again 
save at least $17 billion or $18 billion in 1953. Liquid sav- 
ings will increase; also consumer debt will probably increase 
at the same time. It is not to be forgotten, likewise, that 
1953 will be a year of large maturities of E bonds. All 
together this adds up to a prospect for a relatively good 
volume of consumer spending, quite possibly in excess of 


(Continued on page 71) 
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‘ The Upsurge in Durable Goods Production 
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SELECTED BUSINESS INDICATORS 


1952 1951 Percentage Change 
Item Unit Latest Month | Latest Month 
Decemberp November October December over over 


Month Ago Year Ago 


Tednetel aicaion, total: (Sys. sae 1935-89 = 100 234 |r 233 |r 229 218 +0.4 +7.3 
Ree fee WOUSLUS) Fas Se cioctth wie okt 1935-39 = 100 305 |r 300 | r 298 282 +1.7 +8.2 
Nondurable goods (S)................... 1985-89 = 100 197 |r 197 |r 195 185 0 +6.5 

eral (5) Seats ee cece ee eee ects 1935-39 = 100 171 |r 175 |r 164 163 —2.3 +4.9 

Consumer durables (S).................... 1947-49 = 100 n.a. 133 |r 125 1044 +6.4 +27.9 

Machine tools! sel oheisueh offee aha she ons loka econatoretare fee 1945-47 = 100 $54.2 |r 342.5 357.8 264.7 +3.4 +33.8 

Construction contracts awarded, residential.|| million dollars 439 528 602 346 -16.9 +26.9 

Construction contracts awarded, other...... million dollars 1,029 720 709 888 +42.9 +15.8 

Rretailisales)(S) Rs <i clve siacglaca wiles eres ous ies million dollars 14,400 |r 13,991 |r 14,187 13,067 +2.9 +10.2 

Retail inventories (S)*R.................. million dollars n.a. 20,966 |r 20,652 20,818a +1.5 +0.7 

Department store sales (S). Mealetoiss oheteis ete ete erate 1947-49 = 100 116 112 115 109 +3.6 +6.4 

Department store inventories (S)*.......... 1947-49 = 100 n.a. 120 120 117a 0 +2.6 

Manufacturing sales (S) oon eines os ide itee million dollars n.a. 23,510 |r 24,728 22,3734 -4.9 +5.1 

Manufacturing inventories (S)?............ million dollars n.a@. 43,512 |r 43,415 42,692 +0.2 +1.9 

Manufacturing new orders (S)............. million dollars n.a. 23,027 |r 24,447 23,406 -5.8 -1.6 

Manufacturing unfilled orders?............. million dollars n.a. 73,344 |r 74,478 65,717 -1.5 +11.6 

Carloadings, total®?.................000005 thousand cars 664 791 828 688 -16.1 -3.5 

Carloadings, miscellaneous®................ thousand cars 343 382 419 343 -10.2 0 

- Prices, Wages, Employment— 

Basic commodity prices eR cect nce a gnad Ket 1947-49 = 100 90.4 91.4 92.5 109.7 -1.1 -17.6 

Wholesale commodity prices, allad He tee. 1947-49 = 100 109.6 110.7 111.1 113.5 -1.0 -3.4 
Avril ay. 695 cee Ae seis eels Rew Hee bytes 1947-49 = 100 99.6 |r 103.6 104.9 111.3 —3.9 -10.5 
LTC ETT Leas ee a 1947-49 = 100 112.9 112.8 113.0 114.6 +0.1 -1.5 

Consumers’ price INdexte: PA ese 1935-39 = 100 190.7 191.1 190.9 189.1 —0.2 +0.8 

Farm parit DVICO FAatION ses ales os 6s kee 1910-14 =100 96 99 100 107 -3.0 -10.3 

Non-agricultural employment.............. thousands 55,784 55,454 54,588 54,636 +0.6 +2.1 

Unemployment.............0eeeeeeeeeee thousands 1,398 1,418 1,284 1,674 -1.4 -16.5 

Factory employment...............-..... thousands 13,487 13,447 |r 13,378 12,911 +0.3 +4.5 

Average weekly hours worked, manufacturing| number 41.8 4l.2|r 41.4 41.2 +1.5 +1.5 

Average hourly earnings, manufacturing. . dollars 1.731 |r 1.718 |r 1.705 1.636 +0.8 +5.8 

Personal income (S)5.............. eS billion dollars n.a. 276.2 |r 276.2 260.9 0 +5.9 

Finance and Government— 

Bank debits, outside New York City®....... million dollars 87,824 70,751 82,171 76,049 +24.1 +15.5 

Business loans’............00ceceseeeecaes million dollars 23,167 22,737 21,992 21,315 +1.9 +8.7 

Consumer instalment credit outstanding’. . .|| million dollars n.a. 15,883 |r 15,572 13,271 +2.0 +19.7 

Privately held money supply’.............. billion dollars n.a. 1,916 190.2 182.7%a +0.7 +4.9 

Federal fudeet receipts WOE Ah staat ee ....|| million dollars 6,003 4,151 3,099 5,279 +44.6 +13.7 

Federal budget expenditures............... million dollars 7,124 5,161 6,383 5,627 +38.0 +26.6 

Defense expenditures...............2+000- million dollars 4,538 3,760 4,248 3,440 +20.7 +31.9 

Federal] budget surplus or deficit, cumulative’ million dollars —9,293 -8,172 —7,163 —7,467 Pee con 

§ Adjusted for seasonal variation 3 Average weekly 6140 centers a November, 1951 

iShipments 4A verage of 22 Jails spot market prices TAverage of Wednesday figures n.a.Not available 

%End of month ; 5Annual rate *From July 1 to end of y path indicated p Preliminary 


R New series; not comparable to earlier data shown, 


Sources: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F, W. Dodge Corp.; Federal Reserve: 
National Machine Too/ Builders Association; Treasury Department; Taz Comverzncey Boarp 
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MORE CREDIT FOR CONSUMERS’ 


retailers have been enjoying a new blossoming 
of the postwar credit boom. But they are be- 
ginning to wonder how long the flower will last. 

With the lifting of Regulation W in May, 1952, 
marginal credit buyers (small downpayment, long- 
term instalment contract) flocked back into durables 
markets in droves, and the granting of new instalment 
credit jumped to about a $30-billion annual rate. The 
automobile shortage (induced by the steel strike) 
cut temporarily into credit sales, but by fall instal- 
ment volume was again heavy; credit granted in 
November registered a 15% increase over November, 
1951. 

It is still too early to determine just what part 
of the current credit boom is temporary in nature. 
The marked rise in the proportion of credit sales to 
total durable goods sales volume during the summer 
months? attests to an unexpectedly large backlog, 
probably stemming from purchases deferred by mar- 
ginal buyers who had been waiting on the sidelines 
while Regulation W was in force. But the boom is 
evidently not a one-shot catch-up affair. While the 
proportion of credit to cash sales has come down 
somewhat, it still remains substantially above the 
pre-May, 1952, levels (see chart). The trend of credit 
sales over the next several months should indicate 
what part of the increase in instalment volume was 
solely a backlog boom, and what part was a more 
lasting rise in the rate of borrowing. 


BACK TO PREWAR 


At least statistically, the recent upsurge in credit 
buying fits into the trend from cash to credit which 
has progressed steadily through most of the postwar 
years. Since the end of the war, instalment debt has 
increased 600%, against a rise in disposable personal 
income of only 63%. For most consumer durable 
goods—automobiles, furniture, television and radio 
sets, appliances and jewelry—credit sales are back 
to, or close to, prewar relationships. The larger pro- 
portion of goods sold on credit, the lower downpay- 
ments, the longer instalment contract terms—all are 
getting to look more and more like prewar figures. 

In fact, the proportion of consumer income cur- 
rently being set aside for debt repayment appears to 
be even higher than prewar: 9.3% in 1952, compared 


1A second article is scheduled for next month. 

See charts, The Business Record, November, 1952, p. 412. 

*Many regular credit buyers also put down less cash and took more 
credit on their purchases. 


p= THE PAST half year, consumer durables 


with the prewar record high of 9.1% in 1941. All 
indications point to a continued growth in repay- 
ments during the months immediately ahead, almost 
certainly in dollar terms, and probably as a per cent 
of income as well, for the rate of new debt incurred 
is much higher than the current rate of repayments. 


Doubtless one of the major reasons underlying the 
marked shift back to credit buying since 1945 has 
been the gradual depletion—in terms of purchasing 
power—of the huge store of liquid assets built up 
during World War II by families who normally buy 
on credit. Since the end of the war, rising prices 
have cut the purchasing power of consumer holdings 
of cash and government securities by about 15%. At 
the same time, unit purchases of consumer durables by 
retailers has increased about 20%. Thus, as a revolv- 
ing fund to finance consumer purchases, liquid assets 
have declined significantly and the gap has appar- 
ently been filled by the use of instalment credit. 


CHARTING THE RISE 


Through 1951, what evidence there was indicated 
that the growth in credit buying was owing wholly to 
more credit purchases by those families which were 
considered typical credit buyers before the war. 
Conventional cash buyers apparently continued to 
maintain their relative position in postwar buying 
markets. But since early 1951 there is some evi- 
dence that these cash buyers have been putting more 
of their incomes into cash and securities and less into 
durable goods purchases, making credit buyers in- 
creasingly dominant in the durables markets. 

The rapid expansion of instalment credit since the 
end of the war, and especially since 1948, is mainly 
owing to the upsurge in automobile credit sales. Of 
the $14-billion increase in instalment debt outstand- 
ing since the end of 1945, $6 billion was accounted for 
by automobile sale and loan credit, $3.5 billion by 
other durable goods, $3.5 billion in personal cash 
loans, and about $1 billion in home repair and mod- 
ernization loans. ) 

The rise in automobile credit financing is the result 
of a large growth in sales, coupled with a significant 
increase in the proportion of sales made on credit. 
Sales of new and used cars to private families rose 
from 5.0 million in 1946 to 11.6 million in 1951, and 
perhaps somewhat less in 1952. Fewer than a fifth 
of new automobile buyers reported using instalment 
credit for their purchases in 1946. By 1951, 47% of 
purchasers bought on credit. And since credit granted 
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for automobile purchases during 1952 rose more 
rapidly than sales of automobile dealers (see chart). 
in all probability credit buyers in 1952 were more 
numerous than cash buyers. 

The story with used cars is much the same. Credit 
buyers accounted for fewer than a third of used-car 
purchases in 1946. They accounted for 60% by 1951. 
Judging from reports of automobile dealers, the cur- 
rent proportion of instalment buyers is about equal 
to their 1941 experience, when 58% of buyers of new 
and used cars bought on instalment. 

Credit sales of other durables are also up, but 
to a less marked extent than for automobiles. Through 
the early part of the postwar period the sales pattern 
of furniture, appliance and department stores shifted 
toward credit (see chart). Since 1948, however, the 
pattern has been more stable, and credit buying has 
remained a less important element than in prewar 
days. Household appliance stores reported 63% of 
sales on instalment accounts in 1941, but only 49% 
in 1951. Instalment sales accounted for 78% of fur- 
niture store sales in 1941, and 63% in 1951. 

On the other hand, the credit business of depart- 
ment stores has shifted markedly from a charge- 
account to an instalment business. About 18% of 
sales were processed as instalment accounts in 1951; 
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only 8% in 1941. Charge accounts fell from 44% of 
sales in 1941 to only 29% in 1951. Jewelry retailers 
also report a significantly greater use of instalment 
credit recently than in the prewar period. Fifty-two 
per cent of sales in 1951 were rung up on instalment 
accounts, as compared with only 46% in 1941. Tire 
and accessory stores reported the following sales 
pattern: 

Cash and Charge 


Instalment Credit Account 
1 A erc-oce Nam edaart ek occas ui ay ie, o MSO alin B iecaele 24% 76% 
VOAG Se cst teehee ciniatelioc mace hears mwieioe Hf 93 
LOG Terie sci tener ares Nols orev ociovete eae Mies ncoern 30 70 


Hardware and apparel stores, which generally do 
half of their business on charge account and very 
little on instalment, are selling more on a cash basis 
now than before the war. 


The growth in durable goods sales has also been 
a factor in the rise in the “other loans” category of 
instalment credit statistics (see chart). These are pre- 
dominantly personal cash loans, with the exception of 
about $1 billion of home repair and modernization 
loans. Although there are no reliable over-all figures 
on the ultimate uses of instalment cash loans, some- 
thing like a fourth or more appear to be used for 
refinancing and centralization of existing debt. (Any 
refinancing of existing instalment debt incurred in the 


Instalment Credit Soars 
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Sources: Federal Reserve; Department of Commerce; The Conference Board 
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Sources: Federal Reserve; The Conference Board 
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purchase of durable goods is in reality a disguised 
loan for the purchase of goods.) In addition, instal- 
ment cash loans are made directly for the purchase 
of furniture, appliances, jewelry and the like. 

Related to the growing importance of credit sales in 
recent years has been the gradual lengthening of 
average collection periods on instalment sales. De- 
partment store instalment contracts signed in 1946 
averaged nine months; those in 1951 ran for thirteen 
months. Appliance store contracts were up from six 
months to fourteen months; furniture, from eight 
months to thirteen months; hardware from eight 
months to eleven months; tire and accessory from 
seven months to thirteen months, and jewelry from 
six months to fourteen months. Automobile dealers 
reported average contract lengths of ten months in 
1946, and seventeen months in 1949 (latest available 
figure) . 

A decline in the ratio of downpayments to the 
sale price of items bought on credit also seems to 
have occurred—downpayments are normally inversely 
related to the length of an instalment contract. 


CREDIT BUYERS AND CASH BUYERS 


Durable goods purchasers tend to fall into two 
fairly distinct groups: one buys regularly for cash 
or on charge account; the other uses instalment 
credit. Of course, there is no hard and fast line that 
separates prospective buyers into cash customers and 
credit customers. But the postwar Surveys of Con- 
sumer Finances by the Federal Reserve suggest the 
broad division. 


The hard core of credit buyers includes those young 
married couples, with children, having moderate but 
rising incomes. These are the buyers who have not 
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had time to build up liquid asset reserves, but are 
at that time of life when automobiles, furniture, wash- 
ing machines, and perhaps a home are most wanted. 
Apparently over nine tenths of these families were in 
debt on consumer purchases in early 1952. And of 
those in debt, a fourth reported debts in excess of 
20% of their disposable incomes. (Only half of all 
families owed consumer debt, and of those in debt 
fewer than a fifth reported debts in excess of 20% 
of income.) 

The typical cash buyer is older. He is single, or 
married with no young children in the household. In 
general, he is in the higher-income brackets, holds 
relatively large sums of liquid assets, and tends to 
space his durables purchases more than do younger 
persons (partly because his needs are more likely to 
be of a replacement character). He accounts for 
the bulk of cash sales of new automobiles, since he is 
willing and able to make up the difference between 
the trade-in and new-car price by dipping into liquid 
assets. His purchases of furniture and appliances are 
also predominantly on a cash basis. 


ALAN GREENSPAN 
Division of Business Economics 

1Judging from more accurate bank-reported data on outstanding 
consumer debt, the Survey of Consumer Finances data tend to have a 
substantial undercoverage of debt. In actuality, there may have 
been as many as a third of typical credit-buying families with debts 
in excess of 20% of income, and a fourth of all families with debts in 
excess of 20% of income. 
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$220 billion. The prospective price picture is one of con- 
siderable stability. . . . There is no likelihood of explosive 
inflation in 1953. . . . The high level of business activity 
indicated for 1953, however, will preclude any marked price 
weakness.” 

Charles E. Young, economist, Weyerhauser Timber Com- 
pany (in an address to the American Statistical Association, 
December 27) —‘‘We are approaching a stage of the busi- 
ness cycle that has always in the past preceded a major 
decline. Some of these declines have been prolonged; more 
of them have been short, sharp corrections, but all of them 
in the past have included a drop of 20% or more in indus- 
trial production within a twelve-month period. If such 
a drop were to start from the 230 level in the present Fed- 
eral Reserve Board Index, it would carry at least to 185, 
and quite possibly to the 1949 average level of 175. Under 
wise guidance, operating with calmness and forethought, 
there seems no reason to believe that all elements of the 
economy could not adjust themselves to such a decline... . 
It seems clear now that the present boom will not have run 
its course until sometime around the middle of 1953. As 
a result, most business indicators will probably average at 
least as high in 1953 as they have in 1952... .” 


How Reliable Are 


“ANTICIPATED” CAPITAL EXPENDITURES ? 


HE OUTLOOK for 1953 is unusual in at least 

one respect: along with a rise in total business 
activity, a decline in business expenditures for plant 
and equipment is expected. This combination of 
trends would ordinarily be considered unusual. Ac- 
cording to some academic schools (including the 
Keynesians) , outlays by business for capital goods are 
the dynamic and “autonomous” component of total 
demand, and business activity as a whole tends to 
reflect changes in this key sector. 

Whatever value there may be in this theoretical 
nugget—a portion of the statistical evidence on the 
question is presented in Chart 1—it is deeply im- 
bedded in the thinking of most businessmen and 
analysts. It seems likely, therefore, that current fig- 
ures for capital expenditures collected by the Securities 
and Exchange Commission and the Department of 
Commerce—and particularly the “anticipated” capital 
expenditure series—will in coming months receive a 
great deal of attention and interpretation as a guide 
to the future course of general business conditions. 

Quarterly data covering actual and anticipated ex- 
penditures for plant and equipment have been col- 
lected only since the end of World War II, although 
annual estimates are available as far back as 1870. 
An initial anticipated expenditure figure is collected 
five to six months prior to the end of the quarter to 
which it relates, and is released at the beginning of the 
quarter. A “revised” anticipated expenditure figure 
assembled during the quarter is published at the 
beginning of the subsequent quarter. Chart 2 com- 
pares these anticipations with the actual capital out- 
lays that materialized in each quarter.! 

The two anticipated series—as well as the final 
estimate of actual expenditures—are based on a 
sample of 3,200 companies, 1,000 of them publicly held 
corporations, and the remainder unlisted corporations 
and noncorporate firms. In general, of course, the 
listed corporations are relatively large firms, the un- 
listed and noncorporate are medium sized or small. 

The reporting companies account for approximately 
50% of total plant and equipment expenditures in 
manufacturing industries, for more than 50% in rail- 
roads and other utilities, and for about 25% in com- 
mercial and miscellaneous industries. Although the 


1In order to retain the comparability of the series on anticipations 
and"expenditures, over-all revisions of the actual expenditures series 
have not been incorporated in this chart. For a consistent series on 
actual expenditures, see Chart 1. 
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sample includes a substantial portion of total expen- 
ditures, it covers only a small portion of total firms. 
As with many other government series, the sample is 
better for large firms than for small. The data for all 
reporting firms are stratified by industry and size, 
and then blown up statistically to national totals. 

The sample method, of course, introduces an imme- 
diate and inevitable source of potential error. While 
the probable error in any given estimate is not large 
percentagewise, the error in quarter-to-quarter or 
year-to-year differences may be substantial. Small 
changes, therefore, should be cautiously interpreted. 

The sampling error applies about equally to the 
anticipated data and the actual expenditures as finally 
reported by the Department of Commerce, since both 
sets of figures are based on the same sample. How- 
ever, the anticipated series are subject to further dif- 
ficulties which cause them to depart from the 
retrospective measurements of actual expenditures. 

1. Smaller and medium-sized firms covered by the 
sample characteristically do not plan their expendi- 
tures as fully or as far ahead as do larger companies, 
which have comprehensive capital budgets set up in 
advance and adhered to rather closely. Among smaller 
firms, replacement expenditures in particular are not 
always specifically anticipated. As a result, the series 
as a whole tends to underestimate expenditures. This 
downward bias is recognized by the Department of 
Commerce, but no specific statistical correction is 
made. 

2. A second source of bias in the anticipated data 
arises because of changes in the cost of capital goods 
between the time of anticipation and the actual out- 
lay. Planned expenditures are predicated to a large 
extent on current prices. During periods of rising 
prices, therefore, anticipated expenditures are likely 
to fall below actual expenditures, and vice versa. In 
1947 and 1948, when prices were rising, anticipated 
outlays were below actual outlays; and in 1949, when 
prices were falling, the relationship was reversed. This 
bias may be considerable in yearly estimates, but 
over the short term it is likely to be much less im- 
portant, both because price changes are narrower and 
because they may be partially anticipated. 


3. It would seem that failure to take account of 
price changes was not the only factor in the under- 


“Expenditures for New Plant and Equipment in 1946,” Su 
of Current Business, December, 1946. ‘ ieee 
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Chart 1— 
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statement and overstatement of capital outlays in 
recent years. (For example: The price index of elec- 
trical machinery and equipment declined about 5% 
during 1949, whereas the overestimation of expendi- 
tures for that year was of the order of 15%.) In 
Chart 3, the initial and revised anticipations series 
have been charted in terms of their deviation from 
the actual expenditures. It will be noted that the 
deviation of initial anticipations from actual expendi- 
tures resembles the pattern of the business cycle 
turned upside down—that is, anticipations were rela- 
tively low in the early postwar years running through 


Chart 3 
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How accurate are revised anticipations? 
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Sources: Securities and Exchange Commission; Depart- 
ment of Commerce; The Conference Board 


1948; they rose during 1949, declined with the recov- 
ery of general business in 1950, and rose when the 
lull in inflation set in in the first half of 1951. On the 
other hand, the revisions in anticipations shown in the 
second panel of Chart 3 parallel the general pattern of 
business conditions. This suggests that in the intervals 
between the collection of the initial and revised 
anticipations and the actual outlays, intentions to 
spend on capital goods react to changes in business 
conditions. In times of rising activity, initial esti- 
mates are revised upward and culminate in still higher 
expenditures. In times of falling activity, the initial 
estimate is likely to be pared and actual expenditures 
to fall below the new estimate. (See Chart 3.) 


4. As expectations are projected further into the 
future, they tend to understate expenditures by a 
greater and greater amount (see Chart 4). This may 
be owing in part to a natural conservatism on the part 
of industry, but more likely it comes from lack of 
plans for capital expenditures extending beyond the 
immediate future. The McGraw-Hill “Survey of 
Business Plans for New Plant and Equipment” indi- 
cates that 39% of manufacturing companies, 38% of 
mining companies and 43% of railroads do not regu- 
larly plan capital expenditures several years in ad- 
vance. In its surveys of business plans, McGraw-Hill 
found that the five-year projections of expenditures 
(made in 1949 and 1952) showed a steady downtrend. 


GrorcE TATEOSIAN 
Division of Business Economics 
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LIQUID ASSETS--HOW LIQUID ARE THEY2 


in liquid assets than ever before. A more or less 

random guess of $270 billion could scarcely be 
very far from the liquid asset holdings of business 
and individuals at the end of 1952. A year ago 
(that is, in December, 1951), these assets as de- 
fined and compiled by the Federal Reserve totaled 
about $261 billion. Of this total, some $155 billion 
consisted of currency and bank deposits. We know 
that these items increased about as rapidly in 1952 
as in 1951, and if we accept the estimates of the Securi- 
ties and Exchange Commission, savings and loan 
shares rose more rapidly last year than the year 
before. 

Holdings of government obligations accounted for 
less than a half billion of the 1951 rise of over $10 
billion. It is not likely that the holdings of this type 
of liquid asset by individuals and the types of busi- 
nesses included in the Federal Reserve estimates 
changed very substantially during 1952. 


INTERPRETING THE FIGURE 


The $270-billion figure is impressive, of course, but 
there has also been a substantial rise in consumer debt 
and the current indebtedness of American business, 
and doubts are being expressed about the precise sig- 
nificance of a sum total of liquid assets which does not 
make allowance for what some are disposed to regard 
as offsetting indebtedness. As to this latter consider- 
_ ation, however, it is to be recalled that in the case of 
business, current assets other than cash and govern- 
ments are not included in liquid assets as compiled by 
the Federal Reserve, a fact which reduces the need of 
taking current liabilities into account in determining 
the significance of any increase in reported liquid 
assets in the hands of business. 

As to the indebtedness of individuals, it is often 
suggested that enlarged indebtedness, except that 
part of it which is to be regarded as a current liability, 
ought to be considered a charge against prospective 
income rather than against current assets. 

- But however all this may be, there is a question 
about the true significance of this enormous store of 
liquid assets. The concept “liquid” was developed 
with reference to an individual or a single business 
entity. It ordinarily is applied to certain types of 
assets which either consist of money or its equivalent, 
or are readily, promptly and without loss converted 
into money, by the individual or entity. A serious 
question arises when we proceed to add the assets of 


1p DIVIDUALS and business now hold larger sums 
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Mr. Brown which fall into this category to those of 
Mr. Smith and Mr. Jones, and so on down the list of 
individuals and businesses, when the convertibility of 
substantial portions of Mr. Brown’s liquid assets may 
well depend upon the willingness of Mr. Smith not to 
convert his, and indeed his willingness to surrender 
some of his cash. 

There is also another facet of this question. Liquid- 
ity, as usually conceived of, has to do with money or 
with conversion into money. The concept is useful, of 
course, but stops short of revealing what sometimes 
is the most vital significance of accumulated cash 
and assets easily convertible into cash. We must 
also inquire into what may be termed the “liquid- 
ity” of money itself. The liquidity of a nonmoney 
asset is usually measured by its convertibility into 
money; in reverse, the liquidity of money may be 
regarded as its degree of ready convertibility into 
such other assets as may be desired by the holder of 
the money. The situation at the end of World War II 
was exceptionally “liquid” according to ordinary 
concepts. But, as experience proved, money was not 
readily converted into the kind of things the owners 
of the money wanted—not convertible, at any rate, 
without serious loss in the process. 


LIQUIDITY IS LIMITED 


Such generalities require more explicit exposition. 
At the end of 1951 (these are the latest detailed data 
available) , individuals and business owned about $96 
billion in cash and demand deposits. Other “liquid 
assets,” 7.e., time deposits, savings and loan shares, 
and United States Government securities, came alto- 
gether to some $165 billion. Obviously, if these latter 
are liquid because they can be converted into cash 
or deposits out of existing stocks of cash and deposits, 
their liquidity is a limited one. In actual practice, 
each conversion of government bonds or some other 
nonmoney asset into cash reduces the funds available 
for conversion of further “convertible” assets. These 
are facts well known to the initiated, but are facts 
which gain significance from what is reputed to be 
the prospect of a halt in the rising supply of money. 

Now it is true that if there exist idle funds which 
owners are prepared to deliver to holders of other 
types of “liquid assets,” then holdings of time deposits, 
government obligations, and savings and loan shares 
may be converted into cash without additions to the 
money supply. The net result in this case is only 
greater activity on the part of funds already in exist- 
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ence. The holder of idle funds has just exchanged 
them for an “idle” liquid asset of a different type. 
But should the holder decide to make use of the 
“liquidity” of this newly acquired asset by reconvert- 
ing it into cash, the situation would revert to its 
original status. 

These generalizations are not mere abstractions that 
are without bearing upon everyday economic life. This 
fact is being strikingly demonstrated by the difficulties 
now being encountered by the new Administration 
which would very much like to fund much of the 
short-dated indebtedness of the Treasury in such a 
way as to place it in the hands of nonbank investors. 
Since the retirement of a short-term obligation of the 
Treasury held by a commercial bank with funds 
obtained from a nonbank holder of cash extinguishes 
the cash, the problem of funding is that of replacing 
existing cash or deposits with government bonds. The 
task is admittedly not easy. If governments already 
in the hands of the nonbank public are to be converted 
into cash—that is, if use is to be made of their the- 
oretical liquidity—it must be done by appeal to these 
same holders of cash, assuming no increase in money 
supply. 

So long as the banking system, more particularly 
the Federal Reserve, stood ready to convert obliga- 
tions of the Federal Government into cash, creating 
the funds for the purpose so far as necessary, it was 
logical enough to refer to these securities as “liquid” 
and to add them to cash to obtain some sort of total 
or subtotal of liquid assets in the hands of the public. 
If this policy is now definitely abandoned, and holders 
of such obligations must find buyers among owners 
of cash already in existence, the situation is obviously 
quite different. 


STATUS OF GOVERNMENTS 


This question of the real liquidity of governments 
goes to the heart of the whole question. Savings and 
loan associations if called upon by their creditors to 
provide cash ordinarily can find it only by converting 
governments into demand deposits. The same is true 
of savings banks, and to some limited extent of the 
conversion of time to demand deposits by the com- 
mercial banks themselves. 

Nothing that has been said is intended to imply that 
no significance at all is to be attached to these large 
accumulations of cash, governments, and other assets 
often referred to as liquid. Still less is there any inten- 
tion of suggesting that shifts in holdings among the 
various segments of the economy—individuals as 
against business, and the like—or changes in the rela- 
tive amounts of the various types of these assets are 
without important meaning. Indeed, changes in the 
volume of bank deposits and currency held seem par- 
ticularly significant since they are determined by 
banking and monetary policy. So all that is intended 


here is a warning against easy assumptions about the 
real liquidity of the total of what are now commonly 
regarded as “liquid asset” holdings of the general 
public under existing conditions and circumstances. 

And the limitations would all the more apply at the 
present time if the concept of “liquid assets” should 
be broadened to include those items to which the 
“liquid savings” figures of the Securities and Exchange 
Commission would by implication assign such status. 

There remains what we have termed the liquidity of 
cash—namely its convertibility into goods without 
delay and without sacrifice. This is a matter rather 
too complex for full analysis here. Involved are 
money supply, the degree in which it is necessarily in 
use to support current levels of business activity, the 
store of goods desired by and available to the general 
public, and other related factors. A brief account of 
the varying convertibility of cash since the end of the 
war, however, gives clear indication of the importance 
of the question. During World War II (that is, from 
the end of 1939 to the end of 1945) currency in the 
hands of the general public and demand deposits to 
the credit of the general public rose around $66 billion. 
Business inventories—a rough measure perhaps of 
goods available to the general public—rose less than 
$6 billion. And, of course, there were other large 
accumulations of short-term governments and demand 
obligations of the Treasury which holders planned 
from the first to convert into cash and spend once 
the war was over and goods of the usual sort were 
once again available. 

These unspent funds which came into existence in 
the course of a total war financed in large part on 
bank credit—were they liquid? Was it possible to 
spend them promptly and without sacrifice for what 
the owners of them wanted? Actual experience con- 
firms theoretical reasoning, which plainly denies that 
they could. Efforts to convert them into goods at 
the same time that income from current production 
sought essentially the same goods sent prices up 
sharply in a postwar inflation that far outstripped 
what had occurred during the war. These accumula- 
tions of liquid assets, whatever their liquidity by ordi- 
nary definition, were not very liquid in the sense in 
which we are now using the term. 


A LULL AND THEN KOREA 


The rather mad race of dollars, goods and prices 
came to a lull in 1949. Apparently it was hardly 
more than a somewhat prolonged lull, although the 
outbreak of war in Korea leaves the question more or 
less unanswerable. In any event, another period of 
trying to buy more than was produced followed the 
Korean outbreak (an effort financed in large part 
with accumulated “liquid assets”), with results quite 
ee to those experienced at the end of World 

ar IT. 
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But this wave of buying likewise came to an end 
early in 1951. Production proceeded under the mo- 
mentum it had acquired, and so did increases in 
liquid assets, notably currency and deposits. This 
time, however, there was a counterpart in accumu- 
lated inventories. One result is that cash has been 
much more convertible into goods than in the early 
postwar days. Whether the inventory buildup in 
1951 and im lesser degree in 1952 will prove adequate 
to prevent another wave of inflation when effort is 
made to convert and spend accumulated “liquid 
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assets” remains to be seen. Government deficits are 
again fairly large, and banks have. been adding to 
their holdings of government obligations. Much de- 
pends upon success in bringing the budget into bal- 
ance, the financing of any deficit meanwhile by plac- 
ing Treasury obligations in nonbank hands, and in 
reducing, or, at the very least restricting, further 
growth in the volume of bank loans. 


Freprerick W. JONES 
Division of Business Economics 


FINANCIAL NOTES AND FOOTNOTES 


The increase in the discount rate from 134% to 2% 
early in January when year-end tightness in the money 
market had presumably passed and easier conditions were 
presumably in prospect was interpreted in the financial 
district as suggesting a certain distrust and disapproval 
of the course of private loans at the commercial banks, 
particularly perhaps the volume of consumer borrowing 
which directly or indirectly has been finding its way into 
the banking system. 


At the time that this increase was made, the rank 
and file were finding it difficult to form a firm opinion 
as to whether developments in the money market 
were likely to conform to the usual seasonal pattern 
or not. Presumably, Federal Reserve authorities enter- 
tained doubts. At any rate, not only was the discount 
rate raised but sale of governments by the system 

“was promptly instituted apparently for the purpose 
of liquidating at least those additions to portfolio 
which had been made during December. 


In some official circles the feeling has of late been 
growing that the traditional reluctance of member 
banks to get into debt to the Federal Reserve is on the 
decline, and that higher rates on such discounts and 
advances are now necessary to provide checks which 
used to be inherent in the unwillingness of members 
to borrow. This, too, may have been a factor in the 
discount action of the Reserve authorities. 


Reports were early afloat about plans of the new 
Treasury management for getting at least some part 
of the $8,868-million certificates due in February 
funded into longer-term obligations. Official informa- 
tion on such a subject was still limited at press time. 


By the time the new Administration took office, it 
had become widely realized that reduction in public 
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expenditures and balancing the budget are tasks not 
likely to be consummated quickly no matter what the 
effort and regardless of the ability of the individuals at 
work on them. 

None of these considerations, however, seemed to have 
much immediate effect upon the behavior of the money 
market. Government obligations, short-term, inter- 
mediate and long-term, tended to act in the first half 
of January as if money market conditions were rather 
surely destined to follow seasonal patterns of increas- 
ing ease for the earlier months of 1953. Member-bank 
borrowings seemed to move up and down without 
any clear tendency to respond vigorously to the higher 
cost of the funds obtained. 

Perhaps the most important question at the moment 
has to do with the course of member-bank loans during 
the months immediately ahead. Normally, the change 
is moderately downward at this time of the year. 
This is true even though the Mills plan of tax collec- 
tions has tended to upset normal movements. 

Last year, commercial, industrial and agricultural 
loans of weekly reporting member banks declined not 
very far from half a billion in January. The next two 
months, which of course included the tax month of 
March, showed no further decline, but later down- 
ward movements took the total down by the end of 
May to a point a billion below the first of the year. 
Opinions in the financial district are divided as to 
whether as great a decline can be expected this year. 

“Other loans," which are now dominated largely by 
consumer borrowings, showed little or no decline during 
the early months of last year. They are now well above 
the level of a year ago, over $7 billion as against about 
$6 billion at the beginning of 1952. Report has it 
that it is this element in the existing situation which 
is causing most anxiety in Federal Reserve circles. 


MODERATE DROP IN IMPORTS OF FARM 
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Before World War Il, our 


agricultural exports were run- IMPORTS 
EXPORTS ning at about two bards # the 
dollar value of agricultural im- 
ports, consistently exceeding the 1941-1942 
1941-1942 former in the fiscal years 1943- $ 1,503.0 MILLION = 100% 
$1,030.0 MILLION =100% 1949. Since mid-1949, the value 


of farm-product exports again 
slipped behind imports. Agri- 
cultural exports reached a peak 
of $4 billion in fiscal 1952. 


A continued dollar shortage 
among those nations which im- 
port large quantities of our 
farm products and an increase 
in agricultural output among 
many of our customers and 
competitors abroad are likely 
to cut these exports as much as 


20%, in the current fiscal year. 1951-1952 
1951-1952 During the four-month period $4,692.7 MILLION = 100% 
$4,042.6 MILLION = 100% July-October, 1952, exports had y-HIDES AND SKINS 


fallen off some 30% from the 
comparable 1951 period. Im- 
ports were also down, but less 
sharply. 

Six products (animal fats, cot- 
ton, corn, rice. wheat, and 
tobacco) have formed the bulk 
of our agricultural exports in 
recent years. In 1951-52, they 
comprised three fourths of our 
exports of farm products, com- 
pared with one third in 1941-42. 
* Since this latter year, exports of 

CORN® ©99 products and canned meats 
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PRODUCTS—SHARPER DIP IN EXPORTS 


Exports 
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From a peak of 505 million bushels in 1948-49, 
wheat exports fell off precipitously the following 
year, then turned up again in 1950-51 and 1951-52. 
For July-October, 1952, they were off 26%, from 
the same 1951 months. 


COTTON 


MILLIONS OF BALES 
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While cotton exports last year were very close 
to the peak of 6 million bales in 1949-50, they have 
been Hess tas quite sharply in recent months. A 
drop of 43% was registered in July-October, 1952, 
over the same period last year. 
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Exports of animal fats (lard and tallow) jumped 
from 463 million pounds in 1945-46 to 1,323 million 
ounds in 1951-52, an increase of 185%. From 
mid-1952 through October these exports rose 10% 

over those of the same four months of 1951. 
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Exports of leaf tobacco rose after a fairly sharp 
drop in the fiscal year 1947-48, and in 1951-52 were 
within 10% of the postwar peak of 570 million 
pounds. For the first four months of the current 
fiscal year they were off 32%. 
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Milled rice exports increased slowly but fairly 
steadily from the end of the war through 1950-51. 
Then in 1951-52 they jumped about 75% above 
1950-51. Recent months, however, indicate a drop 
of around 7%, from last year. 
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Exports of corn have been rather erratic in the 
postwar period. The record year was 1950-51 with 
exports of 116 million bushels. From indications of 
recent months, exports in 1952-53 may trail last 
year's figure by about 10%. 


THE HUNDRED LARGEST DEFENSE CONTRACTORS 


Companies ranked by value of military prime contracts received from July 1, 1950-June 80, 1952! 


Rank ee Rank Contracts Awarded 
(% Value Basis) July ag 1952 | World ($ Value Basis) July 1, 1950-June $0, 1952 | World 
wri War IP 
of 
Millions Total Total 
Total—All contracts... $73,849.8 {100.0 [100.0 |100.0a 0.3 | 54.1] na. 
'Total—100 companies®...} 48,808.4 | 62.4 | 62.4] .... Allis-Chalmers Manufac- 
General Motors......... 5,489.5 | 7.8] 7.8] 7.9 turmot. toca. «uae 198.9 | 0.3 | 54.4] 0.8 
General Electric......... 2,418.3 | $3.5] 11.8] 1.9 . |Piasecki Helicopter... ... 180.2} 0.3 | 54.7] na. 
oe eee Pee 2,226.3 | 3.2] 14.5] 1.9 United States Steel...... 170.7 | 0.2 | 54.9] 1.1 
Boeing Airplane......... 1,847.9 | 2.6] 17.1] 1.5 Diamont T Motor Car... 167.7 | 0.2] 55.1] 0.8 
United Aircraft......... 1,696.7 | 2.4] 19.5] 2.2 . |Massey-Harris.......... 166.0} 0.2] 55.3] na. 
Douglas Aircraft........ 1,511.6 | 2:2 | 21.7 | 2.8 Nash-Kelvinator........ 160.8 | 0.2] 55.5] 0.7 
Ford Motor............. 1,289.1 | 1.8 | 23.5] 3.0 Baldwin-Lima-Hamilton’. 158.7 | 0.2] 55.7] 0.4 
Republic Aviation....... 1,281.8 | 1.8] 25.8] 0.7 .a. [American Bosch......... 158.2 | 0.2] 55.9] na. 
American Locomotive...| 1,220.4 | 1.7 | 27.0] 0.5 . |No. Atlantic Constructors 156.0 | 0.2] 56.1] na. 
North American Aviation} 1,186.1 | 1.7 | 28.7] 1.6 2 tArmourse: vers . ORES 155.0 | 0.2] 56.3] na. 
Lockheed Aircraft....... 1,157.3, }.8 701, $0-4:).61.9 Standard Oil (New Jersey) 154.8 | 0.2] 56.5 | 0.6 
Amer. Tel. & Tel........ 1,144.8 1.6 | 32.0 1.5 Wilkin ook MckEl a» ae opie 154.5 0.2 | 56.7] na. 
Curtiss-Wright.......... 990.0] 1.4] 83.4] 4.1 0.2 | 56.9] na. 
Westinghouse Electric... 929.8 | 1.3 | $4.7] 0.8 : 0.2) 57.1] na, 
Grumman Aircraft Engi- . |Rheem Manufacturing... 142.9] 0.2] 57.3] na. 
et EE 361.6} 1.2] 36.01" 0:8 66 Standard Oil of Calif. ... 142.2} 0.2 | 57.5] 0.2 
Consolidated Vultee. .... $2021 | 12S')) S727e S28 67 | n.a. |Norris-Thermador....... 0.2 | 57.7 | na. 
Studebaker. 2. 22s e..20% W7-S YT PSSST 167 68 0.2 | 57.9 | na. 
Snerryde oc8 xs eee ne ts ss 712.0 1.0 | 39.2 0.9 69 0.2 | 58.1 n.a. 
Bendix Aviation eS eee 683.0 1.0 | 40.2 yee 70... }in.a. [Hazeltine. 6.0.2.5 3. me cas . 0.2] 58.3 | na. 
International Harvester. . 596.6 | 0.9] 41.1] 0.6 71 . |Sylvania Electric Products 117.5 | 0.2] 58.5] na. 
Northrop tS. 469.2 | 0.7] 41.8] 0.1 72 Caterpillar Tractor... ... 116.1 | 0.2] 58.7] 0.8 
Hughes Tool............ 426.1 0.6 | 42.4] na. 73 Mack 'Truckss-9.7.s. . 115.4 0.2 | 58.9 0.2 
Radio Corp. of America 412.4] 0.6] 43.0] 0.3 74 0.2 | 59.1] na 
Packard Motor Car... 407.0} 0.6| 43.6| 1.0 75 | 88 |Ingalls Iron Works...... 0 | 0.2| 59.3] 0.2 
E.I.duPont De Nemours) 405.2 | 0.6] 44.2| 1.2 76 | 66 |Remington Rand........ 3 | 0.2| 59.5] 0.2 
Glenn L. Martin........ 404.5| 0.6| 44.8| 1.3 77 | 59 |Federal Cartridge....... ‘3 | 0.2| 59.7] 0.8 
Willys-Overland Motors.| $87.3 | 0.6] 45.4| 0.3 78 | 7 |Bethlehem Steel......... 7] 0.2| 59.9] 2.2 
Avco Manufacturin 85.7| 0.6] 46.0] 0.6 | 79 | na. |Silas Mason............ 106.3 | 0.2| 60.1] na, 
International Tel. & Tel $56.6 | 0.5 | 46.5] na. 80 . |Borg-Warner............ 104.8 | 0.2] 60.3| na. 
American Car & Foundry] 321.1 | 0.5 | 47.0] 0.5 81 B. F. Goodrich..........| 108.9] 0.2] 60.5] 0.2 
Reo Motors........... st $15.9} 0.5 | 47.5] na. 82 . |Minneapolis-Honeywell 
Fairchild Engine and Air- Regalator......52. ..4£ 101.9 | O.1 | 60.6] na. 
plane. .............-5. $10.4} 0.4] 47.9] 0.2 83 . |American Smelting and ; ? 
Kaiser-Frazer®.......... $03.5 | 0.4] 48.3] na. Refining.... 97.2} 0.1] 60.7] na. 
Goodyear Tire & Rubber.} 292.6 | 0.4] 48.7] 0.6 84 Admired: ci: 101 2B 96.8 | 0.1] 60.8] na. 
Eastman Kodak......... 291.1| 0.4] 49.1] 0.2 85 Emerson Electric Mfg... 96.2 | 0.1| 60.9] 0.3 
American Woolen....... 276.5| 0.4| 49.5] 0.3 86 . |Fruehauf Trail Dee 94.9] 0.1| 61. 
Hi aiid _dratler........ - . 0] na. 
lercul waEE TTD. 272.9} 0.4] 49.9] 0.2 87 . |Temco Aircraft 92.9 170.1 1.687 
Firestone Tire & Rubber.| 267.0} 0.4/ 50.3] 0.3 | 88 Beech Aircraft.......... 90.6 | 0.1| 61.2| 0-2 
.a. |McDonnell Aircraft... .. 259.0} 0.4] 50.7] na. 89 Continental Foundry & ; 
7" k Care Ratio ne eS Le oe aC 51.1] na. me: soc 89.8] 0.1] 61.8 ] aa. 
reraflsevend. «= of 40.8| 0.3] 51.4] 0.7 90 -Warner......... ; > 
42 Raytheon Manufacturing) 938.6] 0.3] 81.7] 0-2 a jake rk aon 89.7] 0.1] 61.4] 0.1 
43 Newport News Shipbuild- 92 : hateiees ate ane “+ ed Pee f fee 
ing and Drydock... 236.2| 0.3| 52.0] 0.7 93 . |Procter & Gamble... .... 88.4 0.1 | 61.7 | ma 
4s Piieo | ae .--| 234.2] 0.8 | 52.3] 0.3 os Gilfillan Brothers........ s1.9| 0.1 | 61.8| ma. 
Chemical*............. 233.3] 0.3| 52.6] 0.2 96 Motors ioe, ae 50-0 | o:1 | 2.0 | aed 
46 J. P. Stevens............ 229.5] 0.3| 52.9] na. 97 Garrett... os... es 79. | oradiee 
47 Olin Industries.......... 225.4] 0.3] 58.2] na. 98 Blaw-Knox............. lead ese tie 
48 Continental Motors. .... 2%4.7} 0.8| 53.5] 0.4 | 99 | nc. [Clark Equipment........ eek 0.1 Veale ee 
49 United States Rubber....|__ 212.4! 0.31 53.8] 0.5 | 100 | na. (Cities Seve yea Necet oe athe 
Be Pe: of this series are given in the February, 1952 Business Record, ‘Company totals include contracts with all subsidiaries and affiliates. The a . 
5 “Navy and Ale Pores § 3 A grouping is on reports of the Federal Trade Commission and other ic i 
conten Upicd Sacco oad fanaa ince het Batgt te commas lo sod sont mae lier United Sate 
sound nal Mote ere Sg ipa included in the July-December, awarded in Canada through the Causes government. : a the 
through June, 1951. Data include definitive Tdaiis, the femiot baton ° eters aname changed on March $5, 1047. Formerly called Aviation Corporation. 
of intent and letter contracts, purchase orders, job orders and task orders against ‘Company incorporated August 9, 1945. Therefore no World War IT data available. 
existing contracts, and modifications and amendments. Data exclude that part of ‘Name changed on September 10, 1948, Formerly Food Machinery Corporation. 
—— oe quantity be rape and project orders that are not translated ™Name changed on November $0, 1950. Formerly Baldwin Locomotive Works. 
seed to in dtl iby any and. company ae cee ces et have not been ona changed on May 15, 1947, Formerly called Galvin Manufacturing Cor- 
Based on companies dollar val i 
which were awarded from June, 1940, ans a Sow toac ret gape ce pre harap keg $175 billion 


Sources: Munitions Board; War Production Board; Tus ConrERENCE Boarp 
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ceived 62.4% of prime contracts awarded to all 

business firms in the United States during the 
two years starting with the Korean invasion and 
ending June 30, 1952. This is somewhat more than 
the proportion received by the hundred companies 
and corporate groups that headed the list based on 
awards placed during the first eighteen months after 
Korea, which was reported in The Business Record 
for July, 1952. Then the leading hundred had re- 
ceived 60.5% of all contracts. 

This increase in the share going to the large con- 
tractors does not necessarily indicate a trend. The 
proportion awarded to large or to small contractors 
during any period depends mainly on the types of 
products bought during that time. For example, 
large orders in any period for heavy weapons and com- 
plicated items which can be made or assembled only 
by large firms because they have the needed facilities 
and engineering resources would result in a higher 
ratio of awards to the major producers. 

Of the $43.8 billion of contracts awarded to the 
hundred concerns during the two years, about 75% 
was for aircraft, tanks, weapons, and other ordnance 
items; 20% was for electronics, production equipment, 
ships, guided missiles, construction equipment, rail- 
way cars and locomotives, construction and miscella- 
neous hard goods items; and 5% for petroleum prod- 
ucts, other nondurable goods, and services. 

Information recently released in connection with 
small business participation in military production 
gives some indication of what part of procurement 
is suitable for large business and what part for small 
business. During the first six months of 1952, for 
example, only 25.7% of the prime contracts were 
deemed suitable to performance by small business. 
Of the suitable contracts, small business was actually 
_ awarded 61.8%. Factors that account for the award 
of part of the maximum potential to other than small 
firms include: inability of small firms to meet delivery 
schedules; prices out of line; products not meeting 
“qualified product” specification; inadequacy of plant 
facilities; financing; and so on. 

The company distribution of military contracts 
shown here covers prime awards only and conse- 
quently overstates the concentration of war work in 
large companies. The $43.8 billion of prime contracts 
does not all stay in the hundred largest contracting 
companies. Most of these business firms award sub- 
contracts for components, parts and other supplies 
which further distribute the actual military produc- 
tion through the economy. Unfortunately, the extent 
of subcontract is not known, but it is estimated as 
a very substantial part of the prime-contract dollar. 

Awards in the last six months (January through 


1The proportion held by the companies is also overstated to some 
extent because of the exclusion of small contracts (see footnote 1 to 
table), most of which are awarded to smaller firms. 


FEBRUARY, 1953 


pee HUNDRED top defense contractors re- 


June, 1952) of the twenty-four-month period covered 
by the data brought about many changes from the 
eighteen-month list shown previously. There was 
much shifting even among the top five. General 
Motors continues to head the list, with a total of $5.5 
billion, or 7.8% of all awards. 

But the General Electric Company and six of its 
divisions and affiliates moved from fifth to second 
place. Its contracts represent 3.5% of the total now 
as compared with 2.2% as of December, 1951. The 
Chrysler Corporation shifted from eighth to third 
on the list. The Boeing Airplane Company, which is 
fourth on the present list, was seventh in the earlier 
array. The percentage awarded to United Aircraft 
declined from 3.5% to 2.4%, and the name of this 
company moved from second to fifth on the list. 

The Munitions Board data show a general increase 
in the relative position of automotive manufacturers 
on the list. Chrysler Corporation went from eighth 
to third place, Ford from sixteenth to seventh, 
Studebaker from thirty-fourth to seventeenth, Pack- 
ard from thirty-seventh to twenty-fourth, Willys-Over- 
land from thirty-second to twenty-seventh, Reo from 
forty-third to thirty-first, Kaiser-Frazer from fifty- 
third to thirty-third, and Diamond T from sixty- 
ninth to fifty-fourth. 

A similar trend occurred for the companies manu- 
facturing ammunition. For example, E. I. du Pont 
went from eighty-second place to twenty-fifth, Her- 
cules Powder Company from forty-seventh to thirty- 
seventh, Olin Industries from sixty-fifth to forty- 
seventh, Rheem Manufacturing from eighty-fourth to 
sixty-fifth, and National Gypsum from ninety-second 
to seventy-fourth. 

In contrast, all the companies manufacturing food 
and clothing descended in rank. American Woolen 
Company went from twenty-fourth to thirty-sixth, 
J. P. Stevens & Company from thirty-first to forty- 
sixth, Armour & Company from forty-sixth to sixtieth, 
Swift & Company from forty-eighth to sixty-second, 
and Peerless Woolen Mills from seventy-second to 
ninety-fifth. Wilson & Company and Burlington Mills 
dropped out of the top hundred. 

Ten companies that now appear on the list were 
not on the six-months-ago list. These are National 
Cash Register Company, Ingalls Iron Works Com- 
pany, Federal Cartridge Corporation, Borg-Warner 
Corporation, Admiral Corporation, Temco Aircraft 
Corporation, Motorola, Inc., Daystrom, Inc., Blaw- 
Knox Company, and Cities Service Company. 

The ten which have dropped below the first hun- 
dred listing are Wilson & Company, Northern Ord- 
nance, Inc., American Machine & Foundry Company, 
National Steel Corporation, Four Wheel Drive Auto 
Company, Day & Zimmerman, Burlington Mills 
Corporation, Bath Iron Works Corporation, Shell Oil 
Company, and Union Oil Company.—G. D. 


What Executives Say: 


“RESEARCH EXPENDITURES INCREASE” 


ABORATORY RESEARCH and developement 

L; expenditures in relation to sales will equal or 

exceed the amount that nearly two thirds of the 

107 firms cooperating in this month’s survey of busi- 

ness practices spent in 1952. Only eight companies 

expect their 1953 ratios to be smaller than their 
1952 ratios. 

Companies that were prepared to give an accur- 
ate breakdown of research expenditures by type of 
research (fundamental, applied, etc.) generally be- 
lieve that the distribution of expenditures will remain 
about the same in 1953 as in 1952. 

Most cooperators expect a continuing shortage of 
technically trained college graduates. Starting salaries 
for February graduates with a bachelor’s degree will 
range from $320-$375 a month, with $350 the most 
commonly mentioned figure. 


RESEARCH EXPENDITURES 


Research and development expenditures of thirty- 
two of the 107 cooperating firms will claim a larger 
share of the sales dollar in 1953 than in 1952. An 
additional thirty firms anticipate that research and 
development expenditures will remain at the same 
ratio to sales as in 1952. Only eight companies state 
that the ratio will be lower. The remaining firms 
either are unable to forecast their ratio or they report 
that research and development expenditures are 
negligible. 

Taking into account the three years 1951, 1952 and 
1953, there is evidence of an upward trend in the 
research expenditures of cooperating firms. Nineteen 
companies report increased expenditures (as a per- 
centage of sales) in 1952 against 1951 and estimate 
they will be greater in 1953 than in 1952. Sixteen 
companies state a constant ratio for all three years. 
Only one cooperator anticipates a decline in both 1952 
over 1951 and 1953 over 1952. 

Several executives point out, however, that changes 
in research expenditures as a percentage of the sales 
dollar may not represent a material shift in research 
activity. An executive of a chemical firm, for example, 
attributes his company’s percentage increase to “lower 
sales and somewhat higher research expenditures.” 
In another case, a cooperator states that “the decline 
in 1953 does not indicate a lessening of research effort 
but rather a budgeted increase in sales.” And a 
rubber company comments: “It should be under- 
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stood that we do not budget our research and devel- 
opment work on the basis of sales volume.” 


BUDGET ALLOCATION 


The share of the total research budget devoted to 
different types of research and development activity 
will remain the same in 1953 as in 1952 for most 
of the firms. This, however, is based on reports from 
only about half the participating companies. The re- 
mainder were unable to provide a budget breakdown. 

Among the firms that plan changes in the distribu- 
tion of their research expenditures in 1953, increased 
emphasis will be placed on fundamental research by 
three firms; on product development by four firms; 
on product improvement and process development by 
two firms each. One company will stress technical 
service. A steel company executive comments that 
in his firm there is “a slow trend toward an increase 
in fundamental research but the yearly change is not 
significant.” 

Declines in the share of the budget devoted to 
process improvement are reported by three firms. One 
company each will place less emphasis on fundamental 
research, product improvement, and technical service. 


FEBRUARY GRADUATES 


Starting salaries for engineering graduates! will re- 
main at a high level, according to cooperating firms. 
Approximately one third of those planning to recruit 
February graduates with a bachelor’s degree mention 
$350-$375 a month as the probable starting salary. 
An additional third anticipate starting salaries in the 
$320-$349 range. The two most commonly mentioned 
figures were $350 (seventeen companies) and $325 
(eleven companies). 

Adjustments in the basic figures will, of course, 
be made in view of the student’s experience and 
demonstrated ability. Fourteen firms mention a 
salary range rather than a single figure to provide for 
such adjustments. And an oil company executive 
states: “These starting rates may vary somewhat 
between different geographical locations. In addition, 
the value which might be placed on a new employee’s 
previous experience, if any, is subject to personal 
appraisal.” 


While this survey is limited to technical personnel, a concurrent 
Conference Board survey discusses the problem of recruiting college 
graduates of all types. See “College Recruitment in 1953,”" in 
Management Record for January, 1958, pp. 2-4. 
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In most cases, companies plan to pay a differential 
for advanced degrees. Most commonly $25-$50 a 
month additional is offered for a master’s degree. 
And holders of a doctorate will most usually be offered 
$75-$150 a month over the rate for those with a 
master’s degree. Relatively few firms, however, plan 
to recruit students with a doctorate, and those who 
do state that the salary offer depends largely on the 
individual and his thesis topic. Five firms do not 
plan to offer a differential for advanced degrees. 


A majority of cooperating firms anticipate that the 
shortage of technically trained graduates will continue. 
Ten firms, however, state that they expect no short- 
ages. And an electrical goods manufacturer reports 
that he is overcoming the lack of engineering gradu- 
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ates by special training of arts graduates. A chemi- 
cal company executive comments that “the scarcity 
of college graduates will probably continue next year, 
but we are attempting to arrange our program so that 
our own demand will be less.” 


Chemical, mechanical, and metallurgical engineers 
are the most frequently mentioned specialties in short 
supply. Electrical engineers, ceramic specialists, 
chemists, physicists, electronic and servo-mechanism 
specialists and industrial engineers are also mentioned. 
Seventeen firms expect “all categories” to be short. 


Exuiotr F. Hicerns 
G. CuarK THompson 
Division of Business Practices 


Monthly Starting Salaries for Technical Personnel 


| Master Specialties in Which 


Industry Bachelor Doctor Shortages Are Anticipated 
Merau 
MANUFACTURERS 
Air conditioning 
Company A..... 325 350 b  =|Mechanical engineers 
Automobiles and 
equipment 
Company A..... 350 380 c  |Mechanical and elec- 
trical engineers 
Company B..... 325-375 |875-425, a _ |All engr. graduates 
Company C..... 295 325 n.s. |All engr. graduates 
Company D..... start-325 d d_ |AJl engr. graduates 
6-12 mos. 
340 
18 mos. 
355 
Electrical appliances 
Company A..... 340 360 a_ |All engr. graduates 
Company B..... 300-350 |300-350/ a |None_ ‘ 
Company C..... 350 400 a ___|Electrical engineers 
Company D..... 350 380 400 |n.s. 
Electrical machinery 
Company A..... 327 847 ec |All engr. graduates 
Company B..... 300-350 |325-400) n.s. |None ‘ 
Company C..... 300 825 a |Metallurgists 
Engines and turbines 
Company A..... 300-350 a a |ngs. 
Foundries ; 
Company A..... 325 n.8. n.s. |Metallurgical and me- 
chanical engineers 
Hardware 
Company A..... 335 a Gin | 22.85 
Company B..... 260 a Oh WEE 
Company C..... 325 a a ns. 
Heating and plumb- 
ing 
Company A..... 300 a a _ |None 
Company B..... c c ce |n.s. 
Company C..... 350 375 a _ |None ; 
Company D..... 8375 375 450 |All categories 
Industrial machinery 
(general) 
Company A..... 256 up a 
Company B..... 325-350 |350-400 458-500 Metallurgists; ceram- 
ic specialists 
Company C..... 330 engr.| 1.8. ns. |N.8. 
or science 
305 bus. 
admin. 
Industrial machinery 
ectalize ; 
Cceeieaay J preter 325-335 | ns. n.s. \Mechanical engineers 


FEBRUARY, 1953 


Specialties in Which 


Industry Bachelor | Master | Doctor Shortages Arci Anticipated 
Company B..... 299 a a_ |All engr. graduates 
Company C..... 325 n.3. n.s. |All ener, graduates 


Company D..... 350 b db Ins 
Company E..... M. E.-325] M.E. |450-500!n.s. 
Chem. |3850-375 


340 Chem. 
360-390 
Instruments and con- 
trols 
Company A..... 320 340 |3'75-400|Specialists in electron- 
ics and servomechan- 
isms 
Company B..... 303 360 472 |Alltechnical personnel 
Company C..... 325 a a |n.s. 
Company D..... 350 375 400 |All classifications 
Company E..... c Com) | me Qe aie 
Company F..... 325 325 325 |n.s 
Machine tools 
Company A..... c c Cn. 
Nonferrous metals 
Company A..... 370 436 531 |Metallurgists, chem- 
ists, chemical engrs. 
Company B..... 350 b PR fhe eather Hed 
engrs. 
325 non- 
engrs. 
Office equipment 
Company A..... 370 400 450 |Electronic and chemi- 
cal engineers 
Company B..... 375 b 6b Ins. 
Railroad equipment 
Company A..... 300) 810-815 a bien ee eee 
Company B..... 335 a a |Metallurgists; me- 
chanical engineers 
Steel 
Company A..... _ 875 425 a_ |Chemical and metal- 
lurgical engineers 
Company B..... 350 400 6b {Physicists and chemi- 
cal engineers 
Company C..... n.8. n.8. 18300)" ee eee 
Company D..... 350 400 a |All categories 
Miscellaneous metals 
Company A..... 350 c 
NonMETAL 
MANUFACTURERS 
Apparel 4 som 
Company A..... | 8038-347 a a__|Industrial engineers 
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Specialties in 


Industry Bachelor | Master | Doctor |), specialties in WoiCe ad Industry Bachelor | Master | Doctor |cy ytages Are Anticipated 
Building materials Leather 
and supplies ; ; Company A..... 325 a a |n.s. 
Company A..... 375 425 |500-600|Ceramic,chemicaland | Mining and quarry- 
metallurgical engrs. ing ealeordal , 
Chemicals Company A..... 350 375 a emical engineers 
Company A..... 842 378 509 |n.s. Pade 
Company B..... a ednig fal once ompany A..... 825-350 |850-400/475-550|None 
Company C..... 350 |875-400|500-550/All specialties Company B..... 350 A FON ee cendarasec sd: 
Company D..... 346 394 518 |All technically trained Pelvolousd prelies 
pet ke 360+30 |400+30|520 +40|None 
Company E..... 340 |375-390| 500 [None Company A..... 30+ ne | j 
Company F..... 350 425 525 |Chemists and chemi- Company B..... 355 385 525 ernbivae aman 
cal engineers s : 
Company G..... 336 375 550 |n.s. fue Company C..... 325 385 500 page isen see 
Canney tt sat A a a a Company D..... 339-370 |401-438|500-580|Chemists and engrs. 
ie Company E.....} 367 $94 511 {None | 
Food Company F..... 350 875 525 |All technical fields 
Company A..... 803-827 |868-411/476—498)n.s. Rubber : 
Company B..... c c On | Meese ees. Company A..... $15-865 |345-405/500-575|Mechanica l and 
Company C..... 300 400 500 |Chemical engineers chemical engineers 
Company D..... 300 300 SOO Pos ic teed. ued rn Hat op 7 ae ria ee Rotel 
Company E..... n.s. n.8. ns. |n.s. ompany C..... 1 engineering spe- 
Company F..... b b bie |n.s. cialties 
Company G..... 291-875 |291-375|291-375|n.s. Textiles 
Company H..... 300-325 |325-350| c  |n.s. Company A..... 350 a a |ns. 
Company I...... Q75 325 450 |None Company B..... c c Mea Nd gee ep tees Ses Ae 
a Not hired b No rate is fixed c Rate depends on individual and circumstances d No differential paid for advanced degrees n.s. Not stated 


Source: Tur ConFrERENCE Boarp 


Percentage of Sales Dollar Spent on Research and Development* 


*Companies have varying opinions of what constitutes ‘research and development.’ The expenditures, 

therefore, may not be comparable from company to company. These data, however, do reflect trends 

within the individual companies. The accounting systems of some companies make it impossible for 
them to report their figures. 


Research and Development Expendi- | Proportion of Research and Development Budget 


tures as a Per Cent of Sales Spent for 
se] 3 
Industry ee 3 
g E Fy gE Comment 
1951 1958 (est.) £ PY on P) 
Bg ge | &3 
oe | ge | #8 
Metal manufactures 
Air conditioning 
Company A........... 1.5 old 91,665 .)2 1.5..9| 210 Se SIP | B29H ioe oO |. Oe 10e) Oe eee eee 
Automobiles and equipm’t 
Company A........... 1B LS SIO eee eee | soe | ERR Me POR cece te ae kee cee, oer 
Company: Drs. Son(8.02 (47800 (268.0 g8| uo cmles..¢ | CORI [eel “Phe (ee eee eee 
Company C—Div. 1... p20 | BO er BB eee [cs ee® | We sce-cullicw enn flame GREET Uke Os wiht elena nc = en eee 
Company C—Div. 2... 9 ee LD eo | 8h) | 10) | 6 PB) 0 me oe eee ee 
Company Das eee ce | et ea ers. 4S ree seve | veee | sees | coe. | oes. | .... | Research and development are not 


budgeted tel 
Electrical appliances and udgeted separately 


supplies 
Company A........... COs |) 6.1, |t 6.4, | 2 "P60! | 80. Sie Reahiest hae |) Sey ene eee 
Company B........... 1.08" |: 1°06 ‘|Morethan( errs | ss0$ |) sero) vesicius| RRRM| ce cme oe en 
Company (Ce. sae. L255.) L285 | pelsO™ 1s. 18). | e805 | 620 eee kale eee eee 
Blectrical ramenaery tn Nir i ae 
Company A........... Oat. Opae Lr Ooo actos le oc fb, Il ae’s aces ieee ced mera |e ctetceen | anne 
Company B........... Oe Seae ae ey Da a rd oe as ng mg mR ey ee 
mpany. C. ..cs<sibs Slightly dhicul tt BL ane ee 
riage aot bees i ee Ss ee 
1952 
Company D........... 3.0 
Hnginee and takicer let | P OEP  Eia ee = 8) | Ae eee 
Company A..........3 12.0 
Poundtee  e Cod mw obbece > lake Ven tg by 8) [tO ale cea eat ann 
Company A........... 0 “Our products do not lend themselves 


hh” 


to researc 
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Percentage of Sales Dollar Spent on Research and Development—Continued 


Hardware 
Company A........... 
Company B........... 
Company C........... 

Heating and plumbing 
Company A........... 
Company B........... 
Company C........... 


Company D.......... 
Company E........... 
Industrial machinery 
(general) 
Company A......2 5665 
Company B........... 


Company C........... 
Industrial machinery 
(specialized) 
Company A........... 
Company B........... 
Company C.........'.. 


Company D........... 
Company E........... 
Company F........... 


Company G........... 


Company H........... 


Instruments and controls 
Company A........... 


Company B........... 


Company C........... 


Company D........... 
Company E........... 
Company F........... 


Company G........... 
Machine tools 

Company A........... 

Company B........... 


Nonferrous metals 
Company A........... 


Office equipment 


Company A........... 
Company B........... 


Company C........... 
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Research and Development E: di- 
tures as a Per Cent of Soe: 


Proportion of Research and Development Budget 


pent for 

i 3 Shui ts % 
Ss ot 25 2% 2 
=I as as i] 
ba | ie | HE | Gb | OEE | 2s 
3 af | fe | ae E 
ee | ee | go | Be | Be | oo 

o o a, 
«| a2 | oe | a2 | BF 


5 18 64 5 8 b 
0 50 30 0 0 20 
6 24 9 20 9 32 


16.6 | 16.6 | 16.6 | 16.6 | 16.6 | 16.6 


o mtwWe © 
° cana 


10-20} 50 |30-40 0 0 0 


0 35 35 0 0 30 
10 30 20 20 15 5 


0 100 0 0 0 0 


10 60 20 


Comment 


Ce 


ee ee 


In 1953, company expects to reduce: 
technical service expenditures to: 
20%-25%, with proportional in- 
crease in other items 


ee a) 


Greater future emphasis on funda- 
mental research 


Ce 


Ce 


ee ee 


In 1958, bulk of research and develop-. 
ment will be spent on product im-- 
provement 

Expenditures for first 10 months 


a) 
ee ee ee ee) 


er a) 


ee meer e reo e see eessese 


Technical service included in product 
development budget 


Pe 


ee ae) 


Balance of budget divided among oth- 
er categories; ’52 expenditures for- 
first 11 four-week periods 


ee ary 


Ce oY 


cy 
CC ee ar ry 


ee ey 
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Percentage of Sales Dollar Spent on Research and Development—Continued 


Industry 


Steel 
Company A........... 


Company Biss ct6,«.s1cretes 
Company C........... 


Company D........... 


Company E........... 


Miscellaneous metals 
Company A........... 
Nonmetal manufactures 
Apparel 
Company A........... 


Building material and 


supplies 
Company A........... 


Company B........... 
Company C........... 


Company D........... 

Company E........... 
‘Chemicals 

Company A........... 


Company B........... 
Company C........... 


Company D........... 


Company E........... 
Company F........... 
Company G........... 
Company H........... 
Company I............ 


Company J........... 


Research and Development Expendi- 


1951 


tures as a Per Cent of Sales Spent for 

=, 33 63 3S 33 
Hie EH E 

Bo. | | 
1953 (est.) i Od So | od 5 wo 
B= | #8 | 88 | BE | Bs 
a 
a2 | ER | a2 | Be 


10 


3.0 


15 5 30 30 0 5 


1.25 
n.d. 
a) 
na. 
1.0 0 28 22 18 32 
n.a 32 
5.0 10 50 20 10 10 
2.15 | 1952] 44.2] ....] 18.8] .... 
1.8 
1953 | 50.0] .... 8.0 


2.0 


3.0 the Ses Pee eee Ph) 
1.9 11 30 23 ll 8 
n.d. eeee see. ceee eeen . 
1.22 
4.0-4.5 
3.1 


Proportion of Research oat Development Budget 


38 


30 


11 
17 


Comment 


Slow trend toward increase in funda- 
mental research but yearly change 
is not significant 


ee ey 


Anticipate increase in 1953 in amount 
for developed or new processed prod- 
ucts; decline in amount for process 
improvement 

34% of budget spent for process de- 
velopment and improvements 


ee 


In 1953, company will increase em- 
phasis on new product development 


75% of budget spent for trade associ- 
ation research; balance devoted to 
developing new products and im- 
proving existing products and pro- 
cesses 
Company has no research department 

Entire budget spent for trade asso- 
ciation research 

Entire budget spent for trade asso- 
ciation research 

Greater amount spent for new prod- 
uct and process development in 1953 


Balance of budget divided among 
other items—breakdown not avail- 
able 

20.8% of 1952 and 17.5% of 1958 
budget for improvement of existing 
products and processes; 10% of 
budget for “‘general developments” 
1952 budget; 20% fundamental re- 
search; 20% improvement in exist- 
ing processes and products; 60% for 
new processes, products, and uses 
59% divided among other items 


-7% of sales spent for new product 
development; .7% for improvement 
of existing products; balance for 

Misi’ development 
ompany budget allocation as follows: 

1952 1953 
Production research.... 18% 15% 
New processes for pres- 
ent products......... 4 5 
Related new products.. 16 14 
Unrelated new products 25 21 
Application research... 15 16 
ee research.... 15 138 


OR aes arenes 12 16 
Totalfecccrcass --+--100% 100% 
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Percentage of Sales Dollar Spent on Research and Development—Continued 


———— 


Research and Development Expendi- | Proporti f Research and Devel 
tures as a Per Cent of Sales soe Seca. for Seema adeet 


Comment 
1953 (est.) 


Technical 
Service 


Fundamental 
Research 
Perel of 

‘oducts 


New 


3 
Zz 


S 
~~ 
3 
g 
2 
& 
5 
a) 


Improvement of 
Existing Products 


Existing Processes 


Improvement of 


Food 
eae em A Oe NG eral et Les. | not ap busanee|~ saiiok | llestnt | obectbe ofa tale diny Spnlere W nardees 
Company B Total budget for 1952: $10,000-12,000 
Company C..........| More | 2.0 | 2.0plus| 16.6 | 16.6 | 16.6 | 16.6] 16.6] 16.6 | 9 ......eeeeeeeeeeeeeees 
Se OS eS A aD ses | ecssmseenl npovecd | vairaee f cited: dt meouene a Sts uae ekaae tots cae 
Company E Balance of budget divided among 
other items 
Company F Roe and development not budg- 
ete 
Company G Rely on state and federal research or- 
ganizations for fundamental research 
Company H In 1953 allocation for fundamental 
research will be reduced to 8% 
Company I 109; lower) 9261 Soa higher) 25. | 15-1720) |) 0 jocOw| (40) |* otmeee. Lae ee 
than 1952 
Leather 
Rowipany saree tee e ee 449.4 rede le CORO eo Tes sO sor 10) jn? SaaS 
Mining and quarrying 
Company A Research aimed at locating new 
sources and improving methods of 
recovery 
Company B Company conducts no research 
Paper 
Conipanventerre eee Os; eel OS Arline WO | rf Pee [RIT PT eee coe alert sites 
Company B Approximately half devoted to prod- 
uct development and improvement 
Petroleum 
Company A 2 19.5 | 41.0 On | ole -eakhine kk sieocuamiees - ereeere 
Company B : Slightly wee. | .... | 28 | 28% for development of new product 
than 1952 higher and processes; 29% for improvement 
than 1952 of existing products and processes 
Company C 42 : 45 | .... | .... |... | ee. |... |... | Budget allocation: process develop- 
ment 21%, product development 
21%, discovery and production of 
crude oil 10%, other research 10%, 
other charges (admin., depreciation, 
fundamental research, etc.) 40% 
Company D Balance of budget allocated to all 
other items 
Company E Development of new products and 
processes 45.0%; improvement of ex- 
isting products and processes 48.0%, 
Company F Product and process improvement 
62.5%, new product and process 
development 29.5% 
Rubber 
CompanyeAeerorac tt melon leet Oe I 220 te TOSRT 20" SO | UO Ra ree ie reseteuoneteceuerebepruersiole ie 
Company B Fundamental research and product 
development 4.5%, improvement of 
existing products, development of 
new processes and improving existing 
processes 60% 
CompanyaC@res- seta mene Om 0m ee 95 Fete Or fe TO) | oko i OO) Narr ere aks latainleleie lero) olemetsin =! 
- Textiles 
Company Avs... -.---|  -9 | «Oo ~ | “Ehigher i}. | ..05 fee] eee | eee eee eee ee neg ee ewes 
Company B...........| ma. | .% | ma, | .... | cece J wees Poveee | cone | eee | cece cece cece eee eeeeeee 


Miscellaneous nonmetal 
Company A 
Company B 


a 


cd 


Ce 


n.a.Not available aNegligible bNot included in research and development budget 


Source: Tur ConrerRENCE BOARD 
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England and Moscow: 


EARNINGS AND LIVING STANDARDS 


delegates to the Moscow Economic Conference 

in April, 1952, T. Schulz and P. Wiles have 
written an article for the Bulletin of the Oxford Um- 
versity Institute of Statistics comparing earnings and 
living standards in Moscow and the United King- 
dom.! So little information is available on the posi- 
tion of the Soviet worker that Tue ConrerENcE 
Boarp is presenting the highlights of their study here. 


O’ THE BASIS of data collected by British 


Unfortunately for American readers, the monetary 
figures are shown in pounds sterling, shillings, and 
pence for England, and in rubles for Moscow. Accord- 
ing to the study, “the official rate of 11 rubles to the 
pound sterling appeared to overvalue about sevenfold 
the purchasing power of the ruble in terms of the 
retail cost of consumers’ goods.” Earnings figures, 
however, are shown in relationship to the cost of a 
“human needs” diet,2 allowing a rough comparison 


Pluses and Minuses for Moscow Workers 


The economic conditions of the Moscow worker 
may be put into a slightly more favorable light by 
drawing attention to the following points: 

e The comparison in this article is for a medium- 
sized family. The Soviet income tax favors the 
childless, and so also do its social services, though 
very large Communist families are encouraged by 
means of medals and also by financial assistance. 

e Factories usually give their workers a certain 
amount of working clothes free. 

e A few holidays, especially in workers’ sanitori 
ums, are subsidized. Probably an ordinary worker 
may expect such help about once in twelve years. 

e The “Palaces of Culture” attached to Moscow 
factories may be superior to the clubs available free 
or at a nominal payment to British workers. 

e Shopping hours are more convenient, since the 
shops stay open longer. 

e It is perhaps more common in Moscow than in 
England to supplement one’s earnings by taking on 
odd jobs in one’s offtime. 

e Unemployment is lower in Moscow. 


e The standard of Moscow working-class food 
consumption is much lower than the British stand- 
ard. Low-grade cereal foods and potatoes are, how 
ever relatively cheaper in Moscow than other foods, 
as compared with the prices of similar foods in 
Britain. Hence, the actual purchasing power of the 
ruble for working-class food is higher than suggest- 
ed by the comparative figures for the “human 
needs” diet. It is comparable, perhaps, to an ex- 
change value of the ruble to 4d., or possibly even 
5d., rather than 3d. per ruble derived from the 
prices of the “human needs” diet. 
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Against these “advantages” may be set the follow- 
ing “disadvantages”’: 


e The normal Russian working week is a full 
forty-eight hours, while in Britain it is for most 
workers between forty-two and forty-four hours. 

e Fines for lateness and bad work are very high 
in terms of earnings, and are much more common 
than in Britain. 

e The figures shown for Moscow earnings depend 
on bonuses which, in fact, may have been received 
only by a particular individual, while average Brit- 
ish earnings are based on the amounts actually paid 
out to all workers. In fact, the whole Moscow wage 
level may have been overestimated, but the authors 
felt that for the purposes of the article this was 
fairer than to underestimate wage levels. 


eThere is a shortage of shops, which tend to 
become exceedingly crowded, and shopping is much 
more exhausting than in Britain. Any delivery of 
goods to the home costs extra. 

e Certain essential goods are hard to come by. 
Such everyday necessities as sewing needles ar. 
very scarce. Because of their better quality, foreign- 
made goods are in great demand. 

e In all the price comparisons, the Soviet article 
was almost certainly of a poorer quality than the 
British. The lowest Moscow qualities are simply 
not to be found in Britain, nor the highest British 
qualities in Moscow. 


e The parents have to buy the text books and 
stationary needed for all school children, and school 
fees have to be paid for classes eight to ten (ages 
fifteen to seventeen years) as well as for higher 
education. 
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to be made between the living standards of workers 
in the two countries. 

The average British factory worker with a wife and 
three dependent children received a monthly income 
in 1952 of 754 shillings—about three times as large 
as required for the purchase of a “human needs” diet. 
For all industries combined, the average worker with 
such family responsibilities had 728 shillings a month 
at his disposal. None of the workers in Moscow, ex- 
cept the highest-paid railway engine driver, had an 


Table 1: Weekly Cost of a ‘Human Needs’ Diet for 
a Family of Five Persons in England and Moscow 
In Shillings and Pence, and in Rubles 


Items Quantity Price per Unit! Cost 


Foods rationed 
in England: 


Meat 2 ccc 9 7.5 5 10 24.9 
Bacon........ 0 15.9) 4 84% 24.9 
Margarine... . Q 8.6| 2 6% 18.9 
Cooking fet... 4 10.7 10 6.7 
MUgaT he. cn 6 4.7] 1 634 14.8 
iheateee. 4 62.2 10 13.1 
Cheese....... 0 11.4 1% 3.5 
FEES a rsies.S saxs 4 ae 3 9 12.5 
20 8 119.3 
Unrationed ani- 
mal protein 
foods: 
WAVeT go's oh «cc 5.7| 1 4% 4.3 
Ishligee etre ie 4.0c] 2 1 9.9 
Milk (domes- : 
tically con- 
sumed)......| 18pts. | 1.3] 9 0 23.6 
12 5% 37.8 
Main carbohy- 
drate foods: 
Bread........ 0.8| 7 13% 16.4 
Flour........ 2.8 1034 5.6 
Potatoes..... 0.5) 8 7% 11.3 
ll 8 33.3 
Other foods 
Cereals....... 2.0| 4 7% 11.2 
Pulses........ 4.5 | 2 534 11.4 
Dried fruit 4.5 6 2.3 
Jam (plum) 9.0 5% 7.5 
Syrup‘....... 4.7h 5% 1.8 
Fresh vege- 
tables and 
froit reece 1.47 5 2 21.79 
Condiments, 
PLC b Stas. Wack tes 2 03% 8.6k 


8Inexpensive cuts of boiling and roasting meat 

4For Moscow, 8 oz. of syrup have been replaced by 6 oz. of sugar 
5A month is counted as 30/7 times a week 

a 10 oz. of tea would be available to the English family 
b Herring 

¢ Fish cheaper than herring in Moscow 

@1%% Ib. for 734d. 

f 3\b. for 1s, 4d. 

¢ 7\b. for 1s. 24d, 

h Price of sugar 

j Obtained by dividing 21.7 rubles by 15 

k 3.5% of 254.9 rubles 
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income equal—in terms of the cost of the “human 
needs” diet—to these amounts, while a large number 
were earning far less than would have been required 
to purchase that diet. Even the Stakhanovite in the 
Moskvich auto factory—the worker who sets the 
pace for others—if a nonspecialist had at his disposal 
an income in terms of the “human needs” diet only 
between 287 and 322 shillings a month, and his skilled 
counterpart an income of from 467 to 515 shillings. 


THE "HUMAN NEEDS" DIET 


Generally speaking, it is not possible to apply a 
pattern of British consumption to any part of the 
U.S.S.R. since both the habits and the needs of the 
two peoples are too different. In order to be properly 
nourished, however, the Russian man, woman, and 
child must obtain in their food certain amounts of 
nutrients, and the cost of an adequate diet can be 
computed in terms of rubles. Messrs. Schulz and 
Wiles possessed the basic data—the prices of foods 
sold in Moscow to the general public—in sufficient 
detail, and also had ready an outline schedule—a 
“human needs” diet (by British standards), with 
modifications for Moscow conditions. 

In particular, these modifications were that low- 
grade cooking oil replaced lard; black rye bread the 
English wheaten loaf; coarser cereals substituted for 
three quarters of the more refined English cereals. 
Herring was replaced by some other fish which in Mos- 
cow cost only about half as much as herring. No 
actual figures of cost were compiled for fresh vege- 
tables, rhubarb, cocoa, and condiments in the Moscow 
diet, since the English foods under these headings 
were either very dear or unobtainable in Moscow in 
April, 1952. To fill this gap, the figures of their per- 


1**Rarnings and Living Standards in Moscow,” by T. Schulz and 
P. Wiles in the Bulletin, Institute of Statistics, Oxford University, 
September and October, 1952, pp. 309-26. Summarized by per- 
mission of the Institution. 


The delegates stayed in Moscow for only two weeks, but they could 
go freely into shops and markets, and see what goods were offered for 
sale and note their prices. They also gathered some information 
about individual persons’ earnings and they went into several dwelling 
houses and learned how the families there actually lived. The specific 
data thus obtained could to some extent be verified by means of more 
general checks, such as figures of basic wages published in the news- 
paper Pravda or on posters outside factories. 

Other recent publications on the standard of living are “Visit of 
the Delegation from the National Union of Railwaymen to the Soviet 
Union, Nov., 1951; and “National and Per Capita Incomes of 
Seventy Countries, 1949,” United Nations publication. Both roughly 
confirm the results given here, according to the authors, 


2A diet which at a minimum cost yields sufficient nourishment 
without compelling people to eat strange dishes to which they might 
object, modified by the fact that after twelve years of rationing in 
England the housewife has come to regard rationed foods as essential 
for proper nutrition even though this may not be true. This psycho- 
logical factor is taken into account in drawing up the diet. It is a 
relative, not absolute, minimum diet, related to the dietary needs 
of England, not the U.S.S.R. A comparable standard for the Soviet 
worker is not available. 

®[Tan ConrerENce Boarp conducted a somewhat similar study 
comparing the purchasing power of hours of work in New York and 
London in the fall of 1949. Its findings were presented in Management 
Record for November, 1949, pp. 474-5 
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centage cost in relation to the total cost for the Eng- 
lish diet were calculated, and it was assumed that their 
relative cost in Moscow would have been propor- 
tionate. Actually, for identical items it would have 
been considerably higher. 

The diet schedule, prices per unit, and weekly cost 
for the two countries are shown in Table 1. The 
English diet for a family of five persons cost 60/6 a 
week; the slightly different diet in Moscow cost 254.9 
rubles a week. The monthly cost (calculated by tak- 
ing thirty sevenths of the weekly cost) was 259/3 in 
the United Kingdom, and 1,092.4 rubles in Moscow. 


AUTHORS CAUTION READERS 


The authors caution their readers that an impor- 
tant qualification must be borne in mind throughout 
their analysis—i.e., a “human needs” diet does not 
represent an absolute but a relative standard. It is 
taken to satisfy not only essential nutritional require- 
ments but, more generally, dietary “needs” in rela- 
tion to the general standard of living in England. 
Hence, if the standard of living in a country is lower 
—or higher—than in England, the meaning of “human 
needs” will be interpreted differently. They do not 
therefore suggest that the lowest-paid Moscow worker 
—or, indeed, any Moscow worker—normally buys 
this diet. It is quite beyond the means of many 
working-class families in Moscow. Besides, the Mos- 
cow worker seems to prefer occasional abundant meals, 
alternating with long stretches of the plainest foods, 
to a properly balanced diet. (See also the qualifica- 
tions listed in box.) 


The earnings data collected in Moscow in April, 


Table 2: Monthly Earnings in Moscow, April, 1952 


Job Classification Gross Barings 
Ice breaker (in street, woman).................0.0. 500 
Young shoe factory operative! (men and women)..... 650 
Red October sweets factory worker?................ 700 
Teachers in pedagogic institutions 
Afterione years! si) sctan.erctl sic crite oi welere Som 1,050 
After fivesvears ttre fk sah Sook as ade 1,250 
Withsicandidatiura ssi. We mano itr We. 2,500 
Fourth officer on river fleet ..........0... 00.0000 ees 1,250 
Anitourist Chaleur ss 5.x ats cseicke sux Fins eneie:anoradheeustt dense 3 1,600 
Ratlwayehunters cost ct he en aiteeo niiaat ocr 1,200-1,750 
Railway, engined river str. iajoss 3 jsse/s ree she Foocnys Auten ts 2,750-3,850 
Moskvich auto factory: 
MINIMUM eee eit cee deci a © anit init’ atti 700 
Maximunitn. ote ooo aoe «etre sar cats, eile ee? 2,500 
Average for factory worker...................... 1,100-1,500 
Nonspecialist Stakhanovite....................0- 1,500 
Specialist Stakhanovite.................0.0e00eee 2,500 
Mantitting back axles-.<. ee eee 1,400 
Woman in machine shop 
Afterionetyearenwe fee sae. totems | 1,200 
AStEr Ove: Years Se Pe ee eee 1,800 
Wactory managers cet te oe eee 7,000-8,000 


Note: The norma] work week is forty-eight hours 
1Excluding trainees and apprentices 
2Mostly women 


3Also after five years. ‘Candidatura’ roughly corresponds to an M.A. from a uni- 
versity demanding a master’s thesis 


1952, are shown in Table 2. Average earnings for 
British workers in jobs that most closely resemble the 
Moscow jobs appear in Table 3.1 All occupations in 
the U.S.S.R. are open to men and women alike under 
conditions of equal pay for equal work, although 
women, of course, predominate in the lighter and men 
in the heavier industries. 

Actually, the picture in Table 2 is more favorable 
than are the general conditions of the working class, 
for it shows mainly the earnings of relatively highly 
paid workers who are very much in the minority in 
the Soviet economy. While monthly earnings in all 
industries in the U.K. averaged about £30, the un- 
weighted average of the earnings figures for jobs listed 
in Table 3, omitting the factory manager, was over 
£38. Average earnings for Moscow derived from 
Table 2 (also omitting the factory manager) were 
1,430 rubles. Assuming that this figure bears the 
same relation to Moscow average earnings as £38 
bears to £30, the average for Moscow would be about 
1,100 rubles a month. However, the Soviet wage 
structure is much more unequal than the British, and 
the actual average Moscow wage, in the opinion of 
Messrs. Schultz and Wiles, “is certainly less than 
1,100 rubles.” 


SPENDABLE MONTHLY INCOME 


In England, the average adult male worker with 
a wife and three dependent children had his income 
raised by 10 shillings a week in the form of family 
allowances. He paid no income tax on a weekly gross 
income of between 176 and 182 shillings, but did have 
to pay his contributions to the National Insurance 
and probably to a trade union, the former amount- 
ing to 5/1 and the latter to perhaps 1 shilling. These 
items resulted in a net addition to income of about 
4s. a week, or almost 17s. on a monthly basis, bringing 
the average disposable income of the factory worker 
to 754s., and of the worker in all industries to 728s. 
a month. The “human needs” diet required a little 
more than one third of these amounts. (See Table 4.) 


In contrast, the average adult male worker in 
Moscow with a wife and three dependent children 
came out with spendable income of fewer rubles than 
his gross earnings. Contrary to common opinion, 
the income tax is quite a considerable burden on the 
poor. For while the maximum marginal rate is only 


1The latest official U.K. earnings figures (at the time the paper 
was written) referred to October, 1951. There was some rise in earn- 
ings from then to April, 1952, but for the purpose of the articles its 
authors believe that the figures for October, 1951, will suffice. 

*Statisticians working on data relating to the Soviet wage fund 
get a much lower figure for the average wages of industrial workers 
and employees. Four separate authorities give the average annual 
wage as about 7,000 rubles in 1948. (See pp. 22-80 in Naum Jasny, 

The Soviet Price System,” Stanford University Food Research 
Institute. Miscellaneous Publication 11B, The Stanford University 
Press, 1951, 179 pp.) If wages have hardly risen since then, as the 
delegates were informed, monthly average wages would have 
amounted to only about 600 rubles. 
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13% of the gross income, there are no personal allow- 
ances at all, and no tax reduction is given for fewer 
than four dependents. If the number is larger, the 
tax charged is reduced by 30%. 


In a family with three dependent children the 
fourth dependent could be the housewife. But nor- 
mally she would work—indeed, she usually has to, in 
order to make ends meet. If she works, the tax re- 
duction will not apply, and on her own earnings she 
has to pay the appropriate income tax. Family allow- 
ances are given in Moscow for any dependent child 
after the third, but only until it reaches the age of 
five years. They amount to 40 rubles a month. 

Every Russian worker must pay a trade union con- 
tribution amounting to 1% of his gross earnings. 
There is no National Insurance contribution: the 
social services are administered by the trade union, 
but are financed out of the “wage fund,” a pool of 
_ planned magnitude which also provides for wages. 
All workers—except, perhaps, the very poorest—are 
expected to subscribe to the quasi-compulsory state 
loan, generally one month’s earnings a year. Since 

1This marginal rate is applied to earned incomes above 1,000 
rubles per month. Income tax starts at 260 rubles a month, and mar- 


ginal rates are fixed for ascending stages of income, beginning at 
514% for an income over 260 rubles and rising gradually to 138%. 


Table 3: Monthly Earnings in'the United Kingdom, 


1952 
Job Classification Gross Earnings 
8. d. 
Snow, Sweeper siininzts co eisls si sists e Piecaiaiow o bleale 535 9 
Young shoe factory operatives (men and women)’. 379 0 
Sweets factory workers: 
Male: Syrup maker................00eeeeees 779 5 
Sugar boilera. acojuateti barre ones 904 4 
Und es oe eee Pe ee 662 Q 
Female: General hand....................... 369 Ta 
Geéneralthand! ytagad «dae eek cere 387 la 
Machine wrapper........-.......--- 459 0 
Teacher in training college 
IAGLETIONE VEAareses. sachine ae ces) anil. clelneicrats 958 4 
[Nfberfivesveatstt: sentria aside ltevenorefptepoun ty Yogore 1,083 4 
Senior lecturer, after five years®............... 1,541 8 
Motor coach driver........6..-.c cece cece ee eees 642 10 
Railway shunter.cscs.c - = os coerce oes eae. 649 8 
Railway engine driver..............:e+eeeee eens 857 3b 
Auto factory workers: 
Male hands on time rate................0005 652 3 
Gnapiece Tate wert sonar iris sega 966 a 
TRAGIC ERS 5 Sis oS PRA ceo ores 1,125 0 
Man fitting back axles................-e0-e 966 q 
Women, unskilled operatives...........-..+... 660 0 
Wiorksmatiager. ere ree ase ers 2,500s.—3,333s. 


a 

Note: The work week on which these earnings are based is 44 hours for snow 
sweepers, shoe factory operators and auto factory workers; 49 hours for railway shun- 
‘ters; and in the sweets factory, 5334 hours for syrup makers, 5734 hours for sugar 
boilers, 52 hours for packers, and 4934 hours for machine wrappers. Hours for 
female general hands are shown in footnote a. , 3 

1Male, permanent corporation employee. The rate for casual work is 2s. 9 3/8 d. 
fe hour. No women are Geeonhve eee ue ah bot if they were they would be paid 
: . imately four of his wages. 
cies Gh chntindk in ; the unweighted average of the lowest half of the 
1951 rates for men and women 

8The rates for women are about 10% below the rates for men ; 

4The nearest igre . Nar 4 a vom ae There are no different rate 
; Ki skilled jo F 
eres sulted The lower amount is for 43.5 hour work week; the 
higher amount for a work week of 47.75 hours. 

5 Approximately 
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Messrs. Schulz and Wiles were doubtful as to how 
these subscriptions (or levies) should be treated, as 
they had no knowledge as to the certainty of repay- 
ment, they calculated figures of spendable income with 
and without this deduction. These amounts are 
shown in Table 4 for selected jobs. 


Although the gross monthly earnings of a non- 
specialist Stakhanovite were 1,500 rubles, net monthly 
income at his disposal was 1,338 rubles before deduct- 
ing for the state loan, and 1,213 rubles after deducting 
for it. The “human needs” diet, costing 1,092.4 rubles, 
accounted for 82% of income before deduction, 90% 
after. For the specialist Stakhanovite, gross monthly 
earnings were 2,500 rubles and spendable income either 
2,198 rubles or 1,990 rubles. Of these amounts, the 
“human needs” diet accounted for 50% and 55%. If 
these percentages are applied to the cost of the “human 
needs” diet in terms of shillings and pence, the spend- 


1This state loan carries an annual rate of interest of 3% and is 
repaid to the subscribers in the form of lottery drawings. The degree 
of compulsion was explained by a Soviet worker thus: “It is not 
compulsory, but your comrades reproach you if you do not pay it. 
Nearly everyone pays one twelfth of his earnings. My brother, who 
is a keen communist, pays more.” 


Table 4: Spendable Monthly Income in England 
and Moscow 


Human 


Type of Worker ; ae Seats ei 
Income | Spendable 
ncome 
England % 
Male 21 and over with wife and 3 dependent 
children 
All-industry average!..................5- 35 
Manufacturing industries................. 34 
Moscow % 
Young shoe factory operative 
Ae. DG oR Aly Meee Ate re 181 
) oF Oe MI oc ceca ch RO cn eee oo 199 
Teacher in pedagogic institution (after five 
years) 
1A. saute Sees Meee ON tetens ae Ree 101 
Bde tre is te ata ae ana eee 111 
Railway shunter 
A, this ats cae ae ht rtae tae eAS ate ees 83 
| Fite Se, en Ge on in RROD AERIS TAS TOO ESe 92 
Railway engine driver 
AS ahs Se Rc Oe Rb oo A Bowe aoe 38 
Bigs th oA Scot be + SEM dias coaara canine 42 
Moskvich auto factory: 
Average for factory worker 
Se eS MS oes Sata ePape Uae Nae ye etoctencrare 94 
Berar cata cence + < siceke oes eee ee 103 
Nonspecialist Stakhanovite 
Aas Kole stehatelst Co chai: 5 bee a seeds oaks acess ieee 82 
DE CR ert Renee Sica & on nay Area totenannte 90 
Specialist Stakhanovite 
FE ae Rape Merete i aici RAE CHOVONCT MEIC Arch Chie case 50 
By gacret sere eoe Uae Oe ce cate « AOE e TAES EIS 55 


Note: For England, the spendable income figures represent average gross weekly 
earnings in October, 1951, of 166s. for all industries and 172s. 1d. for manufacturing, 
plus 10s. family allowances, minus 6s. 1d. National Insurance and trade union con- 
tributions, times thirty sevenths to put these data on a monthly basis. For 
Moscow, the “A” figures equal gross earnings in April, 1952 (shown in Table 2) 
minus income-tax and trade-union contributions of a worker with fewer than four 
dependents. The “B” figures differ from “A” in that also subtracted are sub- 
scriptions to the quasi-compulsory state loan ae 

aMganitactiihin , Mining (except coal mining), building, transport, government, 
etc., workers, Weighted average 
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able monthly income of the nonspecialist Stakhanovite 
comes to between 287 and $22 shillings, and of the 
specialist Stakhanovite to between 467 and 515 
shillings. 


HOW DOES THE SOVIET WORKER MANAGE? 


If the austere Moscow “human needs” diet for a 
family of five costs 1,092.4 rubles a month, how do 
the many families with monthly incomes of 1,000 
rubles and less manage to live in present-day Moscow? 
Obviously, unless they consist of only two or three 
persons, they will be quite unable to afford anything 
so “luxurious.” However, take away from this diet 
all the foods that for an English person would make 
the diet at all edible—the rationed foods (except a 
little tea and fat) and such relatively expensive items 
as dried fruit and jam—and replace the calories thus 


Table 5: Prices of Clothing and Household Goods 
Compared with Monthly Earnings, Moscow and U. K. 


Prices in Moscow Prices in London 


Item 


Men’s clothing: 
Suit, cheapest, ready made...... 
Overcoat, winter, cheapest...... 
Overcoat, winter, average....... 
Trousers, union flannel, avg..... 
Raincoat, cotton gabardine, avg. 
Shirt, cotton, cheapest.......... 
Shirts bettersere cor teers cis aise 
Shoes, poor quality............. 
Women’s clothing: 


Jeol 
Bm OW HH OAD 


DWWWMNARWDOS 


2 & 00 00 or OO EE 
ocorcooao 


Suitecheapest= tcc ccc. sss .6} 100 0} 138.7 
Suit, slightly better............ 4] 130 0] 17.8 
Woolen dress..............-05- .0 60 0 8.2 
Cotton Gres Hee o oocs cascce sis’ 4 20 0 a7 
Overcoat, winter, cheapest...... 9 95 0} 138.0 
Overcoat, winter, better........ 4) 130 0] 17.8 
Overcoat, summer............. A 100 0 1327 
Raincoat, cotton, unlined....... .0 39 11 5.5 
Slip, rayon, cheapest........... 8 5 11 0.8 
Shoes, oxford type............. 6 45 9 6.3 


Furniture: 


Bedstead, single, metal, cheapest 9 45 0 6.2 
Chair, plain wooden............ 8 18 6 2.5 
Armchair, upholstered.......... 8} 122 8] 16.8 
Tables Walnutacte <0 400s. 0506 -1 | 300 OO} 41.1 
Kitchen cupboard, cheapest..... 9] 215 0} 29.5 


Electric appliances: 


Radio set, medium............. .6] 8300 0} 41.1 
Refrigerator, small............. .0 {1,000 0 | 187.0 
Refrigerator, larger............. -8 |1,620 0 | 221.9 
Washing machine.............. .9 | 840 Of] 115.1 


Other household goods: 
Sheet, single, cotton, cheapest... 
Terry towel, cheapest.......... 
Kitchen towel, better........... 
Saucepan, aluminum, 3) pint... 
Teapot, earthenware........... 

Note: The goods purchased in London approximately corresponded to those that 
were available in Moscow, but all were of a somewhat better quality in London. 
ioe ea ak posts moms, net earnings estimated by Measrs. Schulz and Wiles to 

,600 rubles 

%Average monthly earnings of industrial male worker over twenty-one of approxi- 

mately 730s, 


lost by the cheapest carbohydrate foods, and the cost 
of the diet is reduced by about two fifths. Something of 
this kind is probably the remedy applied by the work- 
ing-class family with several dependent children and 
old parents. 

On the other hand, luxuries large and small are 
made and sold in Russia, and some of the minor ones 
are certainly within the reach of an exceptionally well- 
paid worker with no or few dependents. But the 
masses are very poor by western standards and the 
great luxuries are reserved, as everywhere, for the 
rich. Husband and wife will be working their forty- 
eight hours a week in factories, while their children 
are being looked after in a state créche or school or, 
very often, by a grandmother living with the family. 


HOUSING 


Housing in Moscow is scarce and overcrowding is 
general, but rents are low. Six square meters of floor 
space per person is considered the minimum sanitary 
living space, although many families do not attain 
even that. The usual rent is 1.3 rubles per square 
meter per month. Fuel is generally inexpensive too, 
but the requirements of individual families vary con- 
siderably, according to whether or not a house is cen- 
trally heated and provided with a hot-water system. In 
the opinion of Messrs. Schultz and Wiles, a conserva- 
tive estimate of the monthly expenditure by a five-per- 
son family on housing, fuel, and lighting would be 80 
rubles a month. 


CLOTHING AND HOUSEHOLD GOODS 


Prices obtained for clothing and household goods 
in Moscow and London indicate that, with few excep- 
tions, expenditures on these items would take a larger 
proportion of the Soviet worker’s earnings than of the 
British worker’s. A partial listing appears in Table 5, 
with the Moscow prices related to estimated high— 
or joint—earnings in that city and with London prices 
taken as a percentage of the earnings of an industrial 
male worker over twenty-one. Only electric washing 
machines and refrigerators were relatively cheap in 
Moscow. 

Miriam Civic 
Division of Business Economics 
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Enterprise and Secular Change—Readings in economie 
history edited for the American Economic Association 
and the Economic History Association by Frederic C. 
Lane, editor, and Jelle C. Riemersma, assistant editor. 
The subject is both theoretical and historical, and neces- 
sarily touches on basic issues regarding the study of 
aie Richard D. Irwin, Inec., Homewood, Ili- 
nois. $5. 
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Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1939 = 100 


90.0 | 108.7 168.6 170.1 55.9 
90.0 103.7 168.3 169.0 56.7 
90.0 104.8 167.0 170.1 56.6 
90.0 104.9 166.9 172.1 56.1 
90.0 104.8 165.5 172.2 55.9 
90.0 104.8 165.0 172.3 55.9 
90.0 104.8 164.3 173.6 55.4 
92.2 104.8 164.5 174.0 55.3 
92.2 104.8 164.5 174.0 55.6 
92.2 104.67} 163.6 174.4 55.6 
92.0 104.67) 164.8r| 174.5 55.4 
92.0 104.6 164.7 175.0 55.8 
90.9 104.5 165.6 172.6 55.8 
Percentage Changes 
Nov., 1952 to Dec., 1952. . 0.7 2.1 +0.6 0 | 0 +0.1 +1.3 0 0 -0.1 +0.8 +0.7 
Dec., 1951 to Dec., 1952..| -+0.3 -1.4 +3.2 —2.6 -3.0 —2.1 +3.5 +2.4 | +0.9 -8.1 +2.8 0.2 


1 Rents surveyed quarterly in individual cities 


§ Includes electricity and gas 
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DECEMBER FOOD 


DROP of 2.1% in food prices brought a decline 
of 0.7% in Taz ConrerEence Boarp’s ten-cities 
index between November and December. The 

purchasing value of the dollar increased to 55.8 cents 
in December. 

Lower prices for beef, veal, pork products, lamb and 
chicken were primarily responsible for the decline in 
the food index. Late fall and early winter are the 
seasonal “low” for beef, veal, pork and lamb. At 
the same time, meat production increased October 
through December. Wholesale prices for beef cattle, 
calves, hogs and lambs were at “pre-Korean” levels in 
mid-December. 

There is some possibility of a further decline in 
beef prices, according to the Department of Agricul- 
ture. It forecasts meat production for 1953 will equal 
that of 1952, with beef cattle and veal calves on the 
rise and a reduction in the number of hogs produced. 
Its conclusion is that pork prices in 1953 will be higher, 
that beef and veal will be lower, and that lamb will 
average out to 1952 prices. 

Butter, eggs and lard were also lower in price in 
December than they were in November. Changes 
in the prices of fresh fruits and vegetables were mixed. 
White potatoes, green beans, bananas and oranges 
declined moderately. Cabbage prices were consider- 
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INDEX DECLINES 


ably lower, responding to increased shipments from 

Texas and the Carolinas. Increased shipments from 

Florida brought green bean prices down. Mixed price 

changes were reported for lettuce and onions, higher 

prices for sweet potatoes, carrots, spinach and apples. 
(Text continued on next page) 


Seasonality in Livestock Prices 
125 


PER CENT OF ANNUAL AVERAGE-1947~-195 


0 
JFMAMJJASOND JFMAMJJ 


Prices received by farmers; normal fluctuation of prices from 
annual averages, postwar years 1947, 1951 


Source: Department of Agriculture 
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The December food index reported mixed to slightly 
higher prices for canned corn. Other canned goods 
showed little change over the month. 

Some winter vegetables will be priced lower during 
the coming winter months than they were last year. 
The Department of Agriculture estimates that sup- 
plies of winter vegetables will average 8% higher in 
1953 than in 1952, with production up 13% for cab- 
bage, 12% for carrots, 10% for lettuce. 


Food Declines over the Year 


Not only has the food index moved lower in three 
of the last four months but it is now 1.4% lower than 
it was in December, 1951. This is the first time since 
before the Korean outbreak that an over-the-year 
decline has been recorded. 


Clothing and Housefurnishings 


The clothing and housefurnishings indexes, which 
have followed a downward trend for the past year or 
more, showed little action over the month. The only 
price changes of note were increases in men’s work- 
shirts and mixed to higher prices for sheets. 

Both indexes seem to have stabilized at the present 
level, with few significant changes recorded since last 
July. Over the year period, clothing declined 2.6% 
and housefurnishings 3.1%. 


Other Categories 


Sundries and fuel rose 0.8% and 1.3%, respectively, 
over the month. The housing index rose 0.6% in the 
same monthly period, with slight increases reported 
for Denver, Indianapolis and Philadelphia. The 
largest increase was reported in New Orleans—a rise 
of 18.1% over the quarter from September to Decem- 


ber. (New Orleans voted to end rent controls, the 
action becoming effective on September 30.) 

Over the year, the following increases occurred: 
housing, 3.2%; fuel, 3.5%; and sundries, 2.87%. The 
other three categories (food, clothing and housefur- 
nishings) declined over the year. The increase for the 
ten-cities index as a whole was only 0.3%. 


Price Changes by City 


In individual cities retail price movements were 
somewhat stable over the year. The largest over-all 
increase, of 2%, was in New Orleans, and was largely 
occasioned by the increase in the New Orleans housing 
index for December. The largest negative over-the- 
year change was a decline of 0.2% recorded in New 
York. Denver also registered a decline (0.1%), while 
Chicago showed no change for the twelve-month 
period. Increases in other cities (in order of largest 
magnitude) were Boston and Philadelphia, 1.4%; 
Indianapolis, 1.1%; Detroit, .9%; Birmingham, .6%; 
and Los Angeles, .3%. 

Over the year food indexes declined in seven cities. 
The exceptions were Boston, Indianapolis and New 
Orleans, with no change, plus .2%, and plus 6%. 
The clothing and housefurnishings indexes declined 
in all cities except Boston where the clothing index 
rose .9%, 

Housing costs rose in all cities since December, 1951. 
The smallest change was reported in Denver (0.2%) ; 
the largest occurred in New Orleans (19.1%). Fuel 
increased in all cities except Denver, which showed a 
1.7% decline. The sundries indexes moved up in nine 
cities; in New Orleans there was a 0.4% decline. 


Outve E. VaucHAN 
Statistical Division 


Background on BLS Index Revision 


HE GOVERNMENT'S Bureau of Labor Sta- 

tistics will soon publish its new revised consumers’ 
price index. This statistical yardstick is similar to 
its present measure of prices paid by consumers in 
that it will measure the change from month to month 
of the retail prices of goods and services usually 
bought by moderate-income families. The interim 
index will be issued on the new base for the month of 
December, 1952. The December index will serve as 
a common point of departure for linking the new 
series with the old. The first month, officially, for 
the new index will be January, 1953 (the January 
index to appear some time after mid-February). 


The two most apparent changes in the newly revised 


index will be the new “reference point in time” or 
base period and the change in city coverage. The 
base period (100) for the new index will be 1947- 
1949 rather than the present base period of 1935-1939. 
The selection of this date will facilitate comparison 
with other government series, according to the plan 
of the Office of Statistical Standards of the Bureau 
of the Budget. 


CHANGE IN CITY COVERAGE 
As to city coverage, indexes will be discontinued 
for fourteen cities on the current list of thirty-four, 
leaving only twenty cities with individual indexes. 
The new national index, however, will be based on 
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Housing includes: 


1901-1902—5% fuel 
and light 


1917-1919—5% fuel, 
light and ice 

1934-1936—7 % fuel, 
light and refrigeration 


1950—fuel, light, refrig- 
eration and utilities 


Sources: Bureau of Labor 
Statistics; figures for. 
1950 estimated from 
BLS 1950 consumers’ 
expenditure study 
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price measurements in twenty-six additional smaller 
towns and cities, bringing the total to forty-six cities. 
This change reflects an attempt to compile a truly 
national urban index which will give appropriate 
weight to the small city as well as the very large. 


CHANGES IN BUYING HABITS 


There was general recognition after World War II 
that the consumers’ price index needed a general 
revision.1 Incomes, standards of living and prices 
had altered drastically since the mid-thirties, the 
time of the last revision. It was evident that there 
had been substantial changes in family buying habits 
resulting from the interplay of these factors. Tech- 
nical advances produced by industrial research also 
exerted a pressure for changes in family spending. 


1Tae ConFERENCE Boarp is currently undertaking a similar re- 
vision for the purpose of incorporating more up-to-date buying 
patterns in the “Index for Thirty-nine Large Cities in the United 
States” published by the Board. 
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Consumers were buying many new items, such as 
frozen food, television sets, antibiotics, margarine, 
synthetics, etc. The so-called “market basket” meas- 
ured by the 1934-1936 expenditure study was no 
longer a true picture of the way family units spent 
their money. 

The level of income, as well as its distribution, had 
altered considerably since the mid-thirties. The in- 
come of the average wage earner was around $4,000 
in 1950, which compares with $1,500 in 1934-1936. 
Even after taking into account price inflation there 
has been a substantial rise in “real” income. This was 
reflected in the increased proportion of income spent 
for goods and services other than the necessities— 
food, shelter, and clothing. A greater proportion of 
family income was spent on miscellaneous goods and 
services in the 1950 period than in any other survey 
period (see chart for consumption pattern) . 

Basically, a consumers’ index reflects changes in 
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the prices of a number of goods and services going into 
the so-called “market basket.” Food, shelter, clothing 
and a host of other goods and services purchased by 
moderate-income consumers make up the list. The 
new “market basket” contains about 300 consumer 
goods and services which are representative of all the 
goods and services purchased by the average wage 
earner’s family. 

The quantities in the new market basket were ob- 
tained from an extensive consumer expenditure survey 
made in 1950 for over 10,000 consumer units (gener- 
ally families) in ninety-one cities. These quantities 
or “item weights” will more closely approximate the 
present consumption pattern of the moderate-income 
family than did the weights in the old market basket 
based on the 1934-1936 consumer expenditure survey. 


A LOOK AT INDEX HISTORY 


This revision of the market basket is by no means 
the first undertaken by the Bureau of Labor Statistics. 
The first comparable study of the expenditures of 
workers’ families was made by the Bureau of Labor 
in 1888-1890. This study was undertaken not for the 
purpose of making an index, but to obtain the expen- 
diture data for certain industrial workers in particular 
cities. The survey covered about 5,000 workers in 
the textile, iron and steel, and glass industries. 

In 1903, the first index was published by the BLS. 

It was a retail food price index based upon the family 
spending habits of 2,567 families in 1901-1902. The 
families surveyed were somewhat above the average 
in family income and had kept careful account of 
their expenditures, which totaled $768.54 a year. A 
food index based on this survey was published for 
170 cities from 1903 through 1908, when the number 
of city indexes was cut to sixty. No attempt was 
made at this time to combine these cities into a 
national index. 
__ The sharp rise in prices during World War I coupled 
with lagging wage rates led to pressure for a more 
comprehensive index. A survey of consumer expendi- 
tures covering some 12,000 wage earners in ‘ninety- 
two industrial centers was made in 1917-1919. An 
index somewhat similar to the present consumers’ 
price index was developed from these expenditure 
surveys. Indexes were computed and published for 
thirty-two cities beginning in 1919, and a few years 
later the first national index was published. The 
average yearly expenditure for the families surveyed 
was $1,434. 

The government’s consumers’ price index received 
a complete overhauling beginning in 1934. The method 
of collecting prices was improved, and a compre- 
hensive family expenditure survey was made. The 
actual survey covered 14,496 families in forty-two 
cities. The results of this survey showed that the 
buying habits of consumers had changed markedly 


since the previous survey. Because of changes in 
preference, new commodities were added and the basic 
item weights were changed. Also, the base period 
was moved up to 1935-1939 (100). The yearly expen- 
diture of the average wage earner’s family was $1,534. 
(See chart for consumption pattern.) 

The Bureau of Labor Statistics had conducted ex- 
penditure surveys in three cities in 1947 and in three 
others in 1948. Their long-range policy was to gradu- 
ally revise the index. The military developments in 
Korea in June, 1950, forced the government to intro- 
duce an “interim” index, as the advance in prices due 
to the war had magnified the effects of the unrepre- 
sentativeness of the index value weights which were 
based on the 1934-1936 expenditure survey. The 
“interim” index spliced on to the old series retained 
the base of 1935-1939 as 100. 

Changes in the philosophy of index making and 
improvement of statistical and survey techniques 
have come about over the years. The new BLS index 
with the base 1947-1949=100 incorporates these 
changes in a “redesigned” statistical tool. [A more 
detailed and technical appraisal of the new BLS 
index will be made in a later issue of the Management 
Record.] 

Joun G. NAPIER 
Statistical Division 


Cycles in Technical Progress? 


“Substantively, the index reveals that the increase in 
gross national product over the period reflected, in roughly 
equal parts, an increase in resources and an increase in re- 
source efficency. The efficiency increases were unevenly dis- 
tributed, the maximum technical change transpiring in 
1874-88 and 1919-33. Little or no evidence was found to 
support the common belief that technical progress grows at 
an ever increasing rate. The decade-to-decade changes of 
pace in the aggregate rate of technical progress were largely 
duplicated in the commodity industries as a group, and in 
agriculture and mining individually, but not in, manufactur- 
ing. This conformity suggests the possibility of innovation 
waves which penetrate diverse quarters of the economy.”— 
Jacob Schmookler “The Changing Efficiency of the American 
Economy, 1869-1938,” The Review of Economics and Sta- 
tistics, August, 1952. 


“Fortuitous," Not "Cyclical" 


“Currently, with a high level of military expenditures, we 
are operating in a ‘fortuitous,’ rather than a ‘cyclical,’ 
prosperity. There should be ample indication in advance of 
withdrawal of this demand. The subsequent reaction can 
be bridged by cooperation of government and business, and 
a peacetime stabilization affected by private investment, 
or by government investment, or both.”—Studies in Business 
and Economics, volume siz, number three, December, 1952, 
Maryland Economic Indices, (Bureau of Business and Eco- 
nomic Research, University of Maryland, College Park). 
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